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(አሰሌጣኞችንና መረጃ ሰብሳቢዎችን በማሰሌጠን)፣  ኤሳቤሌ ጉንተር (በናሙና አወሳሰዴ፣  መረጃ 
በማጥራትና በመተንተን)፣  አዛብ ፌሰሃ (በመስክ ሥራ)፣  ሮዜ ሙንጋይ (በሰንጠረዥ ዕቅዴ)፣  እና 
በተሇይ በካትሉን ቢግሌ (በቴክኒካዊ ምክር) እንዱሁም በጌሚሶሊ ኦሴኒ (ቴክኒካዊ ሰነ ድችን 
በማጠናቀርና ስታትስቲካዊ ማጠቃሇያ በማ዗ጋጀት) እገ ዚ ተዯርጎ ሇታሌ፡ ፡  
 
በኔ ዗ርሊንዴ የ ትብብር ፕሮግራም(Netherlands Partnership Program) እና 
በኖርዌይ ትረስት ፇንዴ (Norwegian Trust Fund) እንዱሁም በአሇም ባንክ የ ምርምር 
ኮሚቴ፣  በሲውዱን አሇም አቀፌ ሌማት ኤጀንሲ እና በኢትዮጵያ የ ኔ ዗ርሊንዴ ኤንባሲ (ሇመነ ሻ 
ጥናቶች) ሇተዯረገ ው የ ገ ን዗ብ ዴጋፌ ከሌብ እናመሰግናሇን ፡ ፡   
 
በኬኒቺ ኦሃሺ(የ ኢትዮጵያና የ ሱዲን አገ ራዊ ዲይሬክተር)፣  በካረን ማክኮኔሌ -ከብሩክስ (የ  
AFTAR የ ዗ርፌ ሃሊፉ), በክርስቲን ኮርኔሉየ ስ (የ  AFTAR የ ፕሮግራም ቅንጅት ሃሊፉ)፣  
እንዱሁም በጂቫ ፔሩማሌፒሊይ- ከEssex (የ ዗ሊቂ ሌማት ዱፓርትመንት የ ዗ርፌ መሪ) የ ተሰጠው 
አጠቃሊይ አመራር ሇጥናት ቡዴኑ ጠቃሚ ነ በር፡ ፡  በተጨማሪም ከዳሬክ ቢርሉ፣  ጆናታን ቤከር፣  ኢያን 
ካንቤሌ፣  ለክ ክርስቲያንሰን፣  ካትሪን ድም፣  አቺም ፍክ፣  ዱፓክ ሚሽራ፣  ስቴፇን ሚንክ፣  ካተሪና 
ሩጄሪ እና ፖሌ ሞሬኖ ልፔዜ ጋር  ያዯረግናቸው ውይይቶች ሇጥናቱ ጠቀሜታ አበርክተዋሌ፡ ፡   
በመጨረሻም ሇአቻ ገ ምጋሚዎቻችን ሇ ማግዱ አሚን፣  ሙሊት ዯመቀ፣  ሰቲቭ ሃግብላዴ እና ሞና ሱር 
ሇሰጡን ጠቃሚ ምክር ምስጋናችንን ሇማዴረስ እንወዲሇን ፡ ፡   
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ማጠቃሇያ 
 
ሀ. አጠቃሊይ ምሌከታ 
 
1. በገ ጠሪቱ ኢትዮጵያ ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ ትሌቅ ሲሆን የ ዴርሻ መጠኑም 
እየጨመረ ነ ው፡ ፡  ዗ርፈ በተሇይ ሇሴቶችና ሇዴሃ ቤተሰቦች ወሳኝ ነ ው፡ ፡  ከግብርና ውጭ የ ሆነ ው 
የ ሥራ ዗ርፌ ላሊ የ ገ ቢ አማራጭ ሇላሊቸው ገ ቢ የ ማግኛ ዕዴልችን እንዱሁም ሇግብርና ቤተሰቦች 
ተጨማሪ ገ ቢ የ ሚያመጣ ነ ው፡ ፡  ከግብርና ውጭ ያለ የ ሥራ ዗ርፍችን  በማንቀሳቀስ የ ሚገ ኘው ትርፌ 
አነ ስተኛ ነ ው፡ ፡  ነ ገ ር ግን በተሇያዩ የ ሥራ ዗ርፍች ውጤታማነ ት ሊይ የ ሚታየው ሌዩነ ት እጅግ 
በጣም ከፌተኛ ነ ው፡ ፡  የ ግብርናና ግብር ነ ክ ያሌሆነ ው ዗ርፍች በገ በያ እርስበርስ የ ሚዯጋገ ፈ 
ናቸው፡ ፡  ገ በያዎች በአካባቢ የ ተወሰኑ ናቸው፡ ፡  ትናንሽ ከተሞችን ማጠናከርና ማሌማት የ ገ ጠር 
ገ በያ ሌማትን ሇመዯገ ፌ ተስፊ ያሇው እርምጃ ይመስሊሌ፡ ፡  የ ኢትዮጵያ ኢኮኖሚ ሲያዴግ የ ግብርና 
ያሌሆነ ው ዗ርፌ እያዯገ ና በገ ጠር የ ሰው ሃይሌን እንዯአማራጭ ሇመቅጠርና እንዯገ ቢ ምንጭ የ በሇጠ 
ወሳኝ እየ ሆነ  ይሄዲሌ፡ ፡  ይህም የ ፖሉሲ አቅጣጫ መሆን ያሇበት „ግብርና ወይንም ግብርና ያሌሆነ  
዗ርፌ‟ የ ሚሌ ሳይሆን የ ተመጣጠነ  አካሄዴ መኖር እንዲሇበት ይጠቁማሌ፡ ፡  
 
ሇ. ቁሌፌ ግኝቶች 
 
2. የ ተሇያዩ የ ሥራ ዗ርፍች እንቅስቃሴ በገ ጠር ትናንሽ ከተሞች በብዚት የ ሚገ ኙና በተሇይ 
ሇሴቶች ወሳኝ የ ሆኑ ሥራዎች ናቸው፡ ፡  ግብርና ነ ክ ያሌሆነ  የ ሥራ ዗ርፌ  እንቅስቃሴ በገ ጠር 
ትናንሽ ከተሞች ከፌተኛ ሲሆን በሩቅ የ ገ ጠር አካባቢዎች ግን ዜቅተኛ ነ ው፡ ፡  ቦታው ሇገ በያና 
ሇመንገ ዴ ያሇው ርቀት በእንቅስቃሴው ሇመሳተፌ ጠንካራና ወሳኝ ጉዲዮች ናቸው፡ ፡   
 
3. ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ በኢትዮጵያ ገ ጠር በገ ቢ ምንጭነ ት ከፌተኛ አስተዋፅ ዖ 
እያበረከተ ነ ው፡ ፡  በገ ጠር በግምት 25 በመቶ የ ሚሆኑት ቤተሰቦች አንዴ ወይም ከዙያ በሊይ 
የ ሚሆኑ ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች አሊቸው፡ ፡  በ዗ርፈ የ ተሳትፍ መጠንም እየጨመረ 
ነ ው፡ ፡  የ ተሳትፍ መጠን ከፌተኛ ቢሆንም የ ግብርና ባሌሆኑ የ ሥራ ዗ርፍች ሊይ ብቻ ኑሯቸውን 
የ መሰረቱ ቤተሰቦች ግን ጥቂት ብቻ ናቸው፡ ፡  የ ሥራ ዗ርፍቹን ትርፌና የ ቤተሰብ ገ ቢ በትክክሌ 
ሇመገ መት አስቸጋሪ ቢሆንም የ ግብርና ያሌሆኑ የ ሥራ ዗ርፍችን የ ሚያንቀሳቅሱ ቤተሰቦች ከአጠቃሊይ 
ገ ቢያቸው ውስጥ 40 በመቶ የ ሚሆነ ውን የ ሚያገ ኙት ከነ ዙሁ ከግብርና ውጭ ከሆኑ ሥራዎች እንዯሆነ  
የ 1999 ዓ.ም. የ ገ ጠር ኢንቨስትመንት ሁኔታ ጥናት (RICS) ይጠቁማሌ፡ ፡  አሁን በገ ጠር 
በሚገ ኙት የ ሥራ ዗ርፍች ውስጥ የ ሰው ሃይሌ እያዯገ  ባይሄዴም በቅርቡ የ ተካሄደት ሦስት የ ኑሮ 
ሁኔታ ክትትሌ ጥናቶች (Welfare Monitoring Surveys) በ዗ርፈ የ ተሳትፍ መጠን 
እየጨመረ እንዯሆነ  ያሳያለ፡ ፡   
 
4. ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች ሇራስ የ ሥራ ዕዴሌ ቢፇጥሩም በዯሞዜ ሰው ቀጥሮ 
የ ማሰራት ዕዴልችን ግን ምንም ያህሌ አሌፇጠሩም፡ ፡  አብዚኞቹ የ ሥራ ዗ርፍች አነ ስተኛ ሲሆኑ 
ያሊቸው ካፒታሌም እጅግ ትንሽ ነ ው፡ ፡  አማካኝ የ ካፒታሌ መጠን 194 ብር (21 ድሊር) አካባቢ 
ነ ው፡ ፡  አብዚኞቹ የ ሥራ ዗ርፍች በአንዴ ሰው የ ሚንቀሳቀሱ ሥራዎች ሲሆኑ ከጠቅሊሊው ከግብርና 
ውጭ ካለት የ ሥራ ዗ርፍች ውስጥ ከ1 በመቶ በታች የ ሚሆኑት ብቻ ከሦስት ሰው በሊይ ቀጥረው 
ይሰራለ፡ ፡  የ ተሇመደ ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች በአብዚኛው የ ንግዴና የ ጅምሊ ንግዴ 
ሥራዎች ሲሆኑ በተከታይነ ትም የ ማምረቻና የ አገ ሌግልት የ ሥራ ዗ርፍች ይገ ኛለ፡ ፡  የ ሥራ ዗ርፍቹ 
የ ሚንቀሳቀሱበት ዯረጃ በሚገ ርም ሁኔታ እጅግ አነ ስተኛ ቢሆንም የ እንቅስቃሴያቸው መጠን ግን ምቹ 
ከሚባሇው ዯረጃ ያነ ሰ አይዯሇም፡ ፡  የ ሥራ ዗ርፍቹ የ ምርት ቴክኖልጂ ሥራዎቹ በተሇቁ ቁጥር 
ምርታማነ ትን ማሳዯግ የ ሚያስችሌ ባሇመሆኑ በሥራ ዗ርፍቹ አነ ስተኛነ ት ምክኒያት የ ሚመጣ 
የ ምርታማነ ት ጉዴሇት የ ሇም፡ ፡  
 
 -x- 
ሳጥን 1፡  በኢትዮጵያ የ ገ ጠር ኢኮኖሚ ሊይ የ ተሳሳቱ አመሇካከቶች 
 
በአብዚኛው በመረጃ እጦት ምክኒያት በኢትዮጵያ የ ገ ጠር ኢኮኖሚ ሊይ በስፊት የ ሚታሰቡ ነ ገ ር ግን ትክክሌ ያሌሆኑ 
አመሇካከቶች አለ፡ ፡  ከገ ጠር የ ኢንቨስትመንት ሁኔታ ጥናት የ ተገ ኙ መረጃዎች በገ ጠር ከግብርና ውጭ በሆነ ው ኢኮኖሚ 
ሊይ አንዲንዴ እውነ ታዎችን ማሳየ ት ያስቻለ ናቸው፡ ፡   
 
የ ተሳሳተ አመሇካከት 1. በኢትዮጵያ ገ ጠር ሁለም ቤተሰቦች በግብርና ሊይ የ ተሰማሩ ናቸው፣  ላልች የ ሥራ ዗ርፍችም  
የ ለም፡ ፡  
25 በመቶ የ ሚሆኑት የ ገ ጠር ቤተሰቦች ከግብርና ውጭ በሆነ  የ ሥራ ዗ርፌ እንቅስቃሴ በሆነ  መሌኩ ይሳተፊለ፡ ፡  8 
በመቶ የ ሞሆኑት ዯግሞ ዋነ ኛ ገ ቢያቸውን የ ሚያገ ኙት ከነ ዙሁ የ ሥራ ዗ርፍች ነ ው፡ ፡  
 
የ ተሳሳተ አመሇካከት 2. በገ ጠር ኢትዮጵያ ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች በኢኮኖሚ ወሳኝ ሚና የ ሊቸውም፡ ፡  
ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች እንቅስቃሴ አነ ስተኛ ትርፌ ባሊቸው ዗ርፍች ሊይ የ በዚ ቢሆንም በተሇይ ሇሴቶችና 
የ ምግብ ዋስትና ችግር ባሇባቸው አካባቢዎች ትሌቅ የ ገ ቢ ምንጭ ነ ው፡ ፡  የ ሥራ ዗ርፍችን በሚያንቀሳቅሱ ቤተሰቦች 
በአማካኝ 42 በመቶ የ ሚሆነ ው ገ ቢ የ ሚገ ኘው ከግብርና ውጭ ከሆኑ የ ሥራ ዗ርፍች እንቅስቃሴ ነ ው፡ ፡  
 
የ ተሳሳተ አመሇካከት 3. ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ በአብዚኛው የ ማምረቻና የ ወፌጮ ቤቶች እንቅስቃሴ 
ነ ው፡ ፡  
ከጥናቱ የ ተገ ኘው ውጤት የ ሚያመሊክተው ግን ዋነ ኛው ዗ርፌ ንግዴ መሆኑን ነ ው፡ ፡  ከግብርና ውጭ የ ሆነ  የ ሥራ ዗ርፌ 
ካሊቸው ቤተሰቦች ውስጥ ከ50 በመቶ በሊይ የ ሚሆኑት በንግዴ ሊይ የ ተሰማሩ ናቸው፡ ፡   
 
የ ተሳሳተ አመሇካከት 4. ከግብርና ውጭ የ ሆኑ ሥራዎችን ከመዯገ ፌ ይሌቅ ግብርናን መዯገ ፌ ይሻሊሌ፡ ፡   
ግብርናና ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ እርስበርስ የ ሚዯጋገ ፈ ናቸው፡ ፡  ምክኒያቱም በገ ጠር ከግብርና ውጭ 
የ ሆኑ ሥራዎች የ ግብርና ግብዓትና ምርት ገ በያ እንዱሁም የ አጠቃሊይ የ ግብርና አገ ሌግልት አቅርቦት ስርዓት አካሌ 
ስሇሆኑ ነ ው፡ ፡   
 
የ ተሳሳተ አመሇካከት 5. መሌካም አስተዲዯርና የ መሬት ፖሉሲ ሇገ ጠር የ ሥራ ዗ርፍች ዋነ ኛ መነ ቆዎች ናቸው፡ ፡  
በኢትዮጵያ የ ገ ጠር የ ሥራ ዗ርፍች ያሇባቸው ማነ ቆዎች በቦታ ቦታ በጣም የ ተሇያዩ ናቸው፡ ፡  ነ ገ ር ግን በአማካኝ 
ሇሥራ ዗ርፍች ከአቅርቦት በኩሌ ካሇ ችግር ይሌቅ የ ፌሊጎ ት ማነ ስ ዋነ ኛ ችግራቸው ነ ው፡ ፡  ከአቅርቦት በኩሌ ካለ 
ማነ ቆዎች ውስጥ ዋነ ኞቹ ሇገ ጠር የ ሥራ እንቅስቃሴ የ ሚመች የ ብዴር አገ ሌግልት አሇማግኘትና ከርቀታቸው የ ተነ ሳ 
ከፌተኛ የ ትራንስፖርት ወጪ ናቸው፡ ፡  
 
የ ተሳሳተ አመሇካከት 6. ከግብርና ውጭ የ ሆነ ውን ዗ርፌ መዯገ ፌ ከንቱ ፖሉሲ ነ ው፡ ፡  
የ ዙህ ጥናት አንደ ዋና ግኝት በገ ጠር መንዯሮች የ ኢንቨስትመንት ሁኔታ በከተማ መዯበኛ ያሌሆኑ ጥቃቅን ተቋማት ሊይ 
ተነ ፃ ፃ ሪ የ ምርታማነ ት ውጤትን ሉያግዜ እንዯሚችሌ ነ ው፡ ፡  ይህም ግብርና ነ ክ ያሌሆኑ ዴርጅቶችን በገ ጠር መንዯሮች 
መዯገ ፌ ከፌተኛ ውጤትን ሉያስገ ኝ እንዯሚችሌና በምርት፣  በፌጆታና በሰው ሃይሌ ገ በያ የ ግብርናውንም ሆነ  የ ላልች 
዗ርፍችን በአንዴ ሊይ የ ሚጠቅም መሆኑን ይጠቁማሌ፡ ፡  
 
5. አማካኝ የ ሥራ ዗ርፌ ውጤታማነ ት የ ማይቀየ ር ወይም እያዯገ  የ ማይሄዴ ነ ው፡ ፡  ምንም እንኳን 
ከካፒታሌ የ ሚገ ኘው ትርፌ በመጠኑ ከፌ ያሇ ቢሆንም ኢንቨስት የ ሚያዯርጉና የ ሰው ሃይሊቸውን 
የ ሚጨምሩ የ ሥራ ዗ርፍች እጅግ አነ ስተኛ ናቸው፡ ፡  ከ8 በመቶ የ ማይበሌጡት የ ሥራ ዗ርፍች ብቻ 
የ ሰው ሃይሊቸውን የጨመሩ ሲሆን ሥራ ከጀመሩ ጊዛ አንስቶ በዓመት ውስጥ የ ሚጠቀሙትን የ ሰው ቀን 
(labor days) ብዚት ያሳዯጉት ዯግሞ 30 በመቶ የ ሚሆኑት ብቻ ነ ው፡ ፡  ሥራ ከጀመሩበት ጊዛ 
ጀምሮ ከመነ ሻቸው በተጨማሪ ኢንቨስት ያዯረጉትም 20 በመቶ የ ሚሆኑት ብቻ ናቸው፡ ፡  የ ሥራ ዗ርፌ 
ባሇቤቶች የ ሚያጋጥማቸው ከፌተኛ የ አዯጋ ሁኔታ፣  ከባዴ ወጪና በገ ጠር የ ካፒታሌ አቅርቦት 
አሇመኖር እንዱሁም ከካፒታሌ የ ሚገ ኘው ተጨማሪ ትርፌ የ ሚቀንስ መሆኑ ሇኢንቨስትመንት አሇመኖር 
ምክኒያቶች ናቸው፡ ፡   የ ማያስተማምን ሁኔታ (ከዜናብ ሁኔታ መሇዋወጥ ጋር  የ ግብርናው ውጤት 
የ መዋዠቅ መጠን እንዯአመሊካች ተወስዶሌ) ሲጨምር ኢንቨስት የ ማዴረግ ዕዴሌ ይቀንሳሌ፡ ፡   
ቤተሰቦች አስቸኳይ ፊይናንስን የ ማግኘት አቅማቸው ከኢንቨስትመንት ጋር በተቃራኒ የ ተቆራኘ 
ነ ው፡ ፡  ይህም የ ተሻሇ ዋስትናና የ ብዴር አቅርቦት የ ሚያገ ኙ ኢንቨስት የ ማዴረግ ዕዴሊቸው ከፌተኛ 
መሆኑን ይጠቁማሌ፡ ፡  
 
 -xi- 
6. ገ በያዎች ትናንሽና በሚገ ኙበት ውሱን አካባቢዎች ብቻ የ ሚሰሩ ናቸው፡ ፡  ሇምሳላ 90 በመቶ 
የ ሚሆኑት የ ሥራ ዗ርፌ ባሇቤቶች ወዯገ በያ የ ሚሄደት በእግራቸው ሲሆን ከራሳቸው ማህበረሰብ ውጪ 
ሊለ ዯንበኞች የ ሚሸጡ የ ሥራ ዗ርፍች በጣም ጥቂት ናቸው፡ ፡  በከፌተኛ የ ትራንስፖርትና የ ግብይት 
ወጪ የ ተነ ሳ አብዚኞቹ ሥራዎች የ አካባቢው ብቸኛ አቅራቢ የ ሥራ ዗ርፌ  (ሞኖፖሉስቶች) ሲሆኑ 
ብቸኛ ባይሆኑም እንኳን ከፌተኛ የ ገ በያ ሃይሌ አሊቸው፡ ፡  ይህም ኢንቨስት የ ማዴረግ ፌሊጎ ታቸውን 
የ በሇጠ ይቀንሰዋሌ፡ ፡  የ ተበጣጠሰ ገ በያ የ ሥራ ዗ርፍቹን ሥራ በመገ ዯብ ዋነ ኛ ማነ ቆ ነ ው፡ ፡  ይህ 
በሥራ ዗ርፌ ባሇቤቶች ያሇ አስተሳሰብ ሲሆን የ ፌሊጎ ት ማነ ስ፣  የ ትራንስፖርትና የ ብዴር አቅርቦት 
ችግር ዋነ ኛ ችግሮች እንዯሆኑ ይናገ ራለ፡ ፡  የ ገ በያዎች መበጣጠስ ፌሊጎ ት አነ ስተኛ እንዱሆን 
የ ሚያዯርግ፣  እንዱሁም ከካፒታሌና ከሰው ሃይሌ የ ሚገ ኘውን ትርፌ በጣም የ ተሇያየ  የ ሆነ በትን 
ምክኒያትና የ ሥራ ዗ርፍች ሇምን ኢንቨስት አዴርገ ው እንዯማያዴጉ መሌስ የ ሚሰጥ ነ ው፡ ፡  
 
7. ላልች አማራጮች በላለበት ጊዛ ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች እንቅስቃሴ ጠቃሚ ነ ው፡ ፡  
ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍችን ከማንቀሳቀስ የ ሚገ ኘው ትርፌ በጣም አነ ስተኛ ነ ው፡ ፡  
አማካኝ ትርፌ በቀን 5.6 ብር (ወይም ከ0.5 ድሊር ያነ ሰ) አካባቢ ሲሆን በሴቶች በሚመሩ 
የ ሥራ ዗ርፍች ዯግሞ ከዙህ በባሰ ዜቅተኛ ነ ው፡ ፡  ይህ አነ ስተኛ ትርፌ በግብርና ሇጊዛያዊ 
ሠራተኞች ከሚከፇሇው ዯሞዜ በጣም ያነ ሰ ነ ው፡ ፡  የ ሥራ ዗ርፌ እንቅስቃሴ ከግብርና ጋር አውዲዊ 
ያሌሆነ  (countercyclical) ግንኙነ ት ማሳየ ቱ ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች እንቅስቃሴ 
ጥሩ አማራጭ የ ሚሆኑት የ ሰው ሃይሌ ዋጋ ዜቅተኛ በሚሆንበት ጊዛ መሆኑን ያሳያሌ፡ ፡  
 
8. ብዘ የ ሥራ ዗ርፍች በጣም አትራፉ ባይሆኑም የ ሥራ ዗ርፍች አፇፃ ፀም ከቦታ ቦታ እንዱሁም 
በአንዴ አካባቢ ውስጥ እጅግ የ ተሇያየ  ነ ው፡ ፡  ይህም የ ገ ጠር ገ በያ የ ተበጣጠሰ መሆኑን 
ይጠቁማሌ፡ ፡  ሇምሣላ በገ ጠር ከተሞች የ ሚገ ኙ የ ሥራ ዗ርፍች በሩቅ የ ገ ጠር ቦታዎች ከሚገ ኙት 
የ ሥራ ዗ርፍች ሁሇት እጥፌ ትርፊማ ናቸው፡ ፡  የ ንግዴና የ ጅምሊ ንግዴ የ ሥራ ዗ርፍች ከሁለም 
የ በሇጠ ትርፊማ ሲሆኑ ይህም በአነ ስተኛ ዋጋ ገ ዜቶ ጭማሪ ባሇው ዋጋ በመሸጥ የ መጠቀም ዕዴሌ 
መኖሩን የ ሚያሳይ ነ ው፡ ፡  ሸቀጥ የ ማምረት ዗ርፌ ሊይ የ ተሰማሩት ትርፊማነ ታቸው ከሁለም ያነ ሰ 
ነ ው፡ ፡  በወንድች የ ሚመሩ የ ሥራ ዗ርፍች ምርታማነ ት በ50 በመቶ ከፌ ያሇ ነ ው፡ ፡  በሥራ ዗ርፌ 
አይነ ት፣  በካፒታሌ መጠንና በላልች ሌዩነ ቶች ምክኒያት የ ሚመጣው የ ሥራ ዗ርፌ ምርታማነ ት ሌዩነ ት 
ከንፅ ፅ ር ቢወጣ እንኳን በወንድችና በሴቶች በሚመሩ የ ሥራ ዗ርፍች መካከሌ ያሇው ሌዩነ ት 
አይቀየ ርም፡ ፡   
 
9. የ ተሇያዩ የ ሥራ ዗ርፍች ሽያጭ በአካባቢውና በዘሪያው ከሚገ ኙ ማህበረሰቦች የ ግብርና ምርት 
ጋር በከፌተኛ መጠን የ ተቆራኘ ነ ው፡ ፡  ሇዙህ ምክኒያቱ የ ግብርና ምርት ከፌተኛ በሚሆንበት ጊዛ 
ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች ምርት ፌሊጎ ት ስሇሚጨምር ነ ው፡ ፡  በተጨማሪም በግብርና ምርት 
ሊይ ያሇው አሇመተማመን ቢያንስ በአጭር ጊዛ ውስጥ ኢንቨስት የ ማዴረግ ፌሊጎ ትን ስሇሚቀንስ 
ነ ው፡ ፡  አብ዗ኞቹን የ ሥራ ዗ርፍች ሇመጀመር የ ሚያስፇሌገ ው ካፒታሌ የ ሚገ ኘውም በአብዚኛው 
ከግብርና ሥራ ከሚገ ኝ ገ ቢ ነ ው፡ ፡  የ ብዴር አቅርቦትን በማግኘት ኢንቨስት የ ሚያዯርጉና ሥራ 
የ ሚጀምሩ እጅግ ጥቂት ናቸው፡ ፡  ይህም የ ወዯፉት ትርፊማነ ትን በከፌተኛ ሁኔታ የ ሚወስን ነ ው፡ ፡   
 
10. በገ ጠር ኢትዮጵያ ከግብርና ውጭ በሆነ ው የ ሥራ ዗ርፌ ሴቶች የ ሚጫወቱት ሚና በጣም ከፌተኛ 
ነ ው፡ ፡  በተሇይ በትናንሽ ከተሞች ሴቶች ከግብርና ውጭ በሆኑ የ ሥራ ዗ርፍች የ መሰማራታቸው ዕዴሌ 
ከወንድች የ በሇጠ ነ ው፡ ፡  ሴቶች እነ ዙህን የ ሥራ ዗ርፍች የ ሚመርጡት በአብዚኛው በላልች ዗ርፍች 
በተሇይም በግብርና ሊይ ሇመስራት በርካታ ችግሮች ስሇሚያጋጥሟቸው እንጂ አትራፉ የ ሆኑ የ ገ በያ 
ዕዴልችን ሇመጠቀም የ በሇጠ ብቃት ስሊሊቸው አይዯሇም፡ ፡  በአንፃ ሩ ወንድች በግብርናና ከግብርና 
ውጭ በሆኑ ሥራዎች መካከሌ የ ሚኖሩ ዴግግፍችን የ መጠቀም ብቃት አሊቸው፡ ፡  ሴቶች የ ሚሰማሩባቸው 
ሥራዎች በአብዚኛው ውሱን ሲሆኑ ትርፊማነ ታቸው ዜቅተኛ፣  ብዘ ሥሌጠና ወይም ክህልት የ ማይጠይቁ 
዗ርፍች ሊይ የ በዘ ናቸው፡ ፡  ትርፊቸው በከፌተኛ መጠን ዜቅተኛ ሆኖ ሴቶች ግን በከፌተኛ ሁኔታ 
መሳተፊቸው ሴቶች በኢትዮጵያ የ ሰው ሃይሌ ገ በያ ምን ያህሌ ተጎ ጂ እንዯሆኑ ያሳያሌ፡ ፡   
 -xii- 
11. የ ምግብ ዋስትና ችግር ሊሇባቸው ቤተሰቦች ግብርና ነ ክ ያሌሆነ ው ዗ርፌ ጠቃሚ የ ሆነ  
ተጨማሪ ገ ቢ ሉሆን ይችሊሌ፡ ፡  የ ግብርና አቅም ውሱን በሆነ በት ሁኔታ ወይም በከፌተኛ መጠን 
በሚዋዥቅ የ ዜናብ ሁኔታ ውስጥ ከግብርና ውጭ በሆኑ ሥራዎች የ ሚገ ኝ ገ ቢ የ ገ ጠር ቤተሰቦችን ገ ቢ 
ሉዯግፌና በተሻሇ አስተማማኝ ሉያዯርግ ይችሊሌ፡ ፡  በመጀመሪያ ዕይታ አብዚኞቹ ከግብርና ውጭ 
የ ሆኑ ሥራዎች ውሱን የ ሆኑ ዕዴልችን ብቻ የ ያዘ ሉመስለ ይችሊለ፡ ፡  ነ ገ ር ግን ከምግብ ዋስትና 
ዕይታ አንፃ ር እጅግ አስፇሊጊ ሉሆኑ ይችሊለ፡ ፡  4.6 ሚሉዮን የ ሚሆኑ ሰዎች በየ ጊዛው አስቸኳይ 
የ ምግብ ዕርዲታ የ ሚፇሌጉባትና 7.3 ሚሉዮን የ ሚሆኑት ዯግሞ በአስከፉ የ ምግብ ዋስትና ችግር 
ውስጥ በምርታማ ሴፌቲኔት ፕሮግራም (PSNP) የ ገ ን዗ብ ወይም የ ምግብ ዴጎማ እየ ተዯረገ ሊቸው 
ባለባት ኢትዮጵያ ይህ ሁኔታ በተሇይ አግባብነ ት ያሇው ጉዲይ ነ ው፡ ፡   
 
12. ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች ከግብርና ጋር ተዯጋጋፉነ ት ስሊሊቸው በግብርና ሥራ 
ሊይ የ ተሰማራውን የ ሰው ሃይሌ መጠን በከፌተኛ ሁኔታ አይቀንሱም፡ ፡  የ ግብርና ሥራ ከፌተኛ የ ሰው 
ሃይሌ በሚፇሌግባቸው ወቅቶች ከግብርና ውጭ የ ሆኑ ሥራዎች ይቀንሳለ፡ ፡  ይህም የ ቤተሰቦች የ ሰው 
ሃይሌ ዴሌዴሌ ሇግብርና ቅዴሚያ የ ሚሰጥ (አብዚኛው የ ሰው ሃይሌ ክፌያ ስሇላሇው) መሆኑን 
ያሳያሌ፡ ፡  በተቃራኒው ከግብርና ውጭ የ ሆነ ው ዗ርፌ የ ሰው ሃይሌ እጥረት ችግር ያሇበት 
አይመስሌም፡ ፡  የ ተጨማሪ የ ሰው ሃይሌ ምርታማነ ት ዜቅተኛ መሆንና ሰራተኞችን የ ሚቀጥሩ የ ሥራ 
዗ርፍች ብዚት በጣም ጥቂት መሆን፤  አሁን ባለት ዴርጅቶች ሊይ ተጨማሪ የ ሰው ሃይሌ መጨመር 
ምንም ጥቅም እንዯላሇው ይጠቁማሌ፡ ፡  ከግብርና ውጭ የ ሆነ ው ዗ርፌ የ ሰው ሃይሌን ከግብርና ሥራ 
ነ ጥቆ የ ሚወስዴ ሳይሆን በላልች ዗ርፍች በተገ ቢው መንገ ዴ መቀጠር ያሌቻለትን ሰዎች የ ሚቀጥር 
ነ ው፡ ፡   
 
13. የ ገ ጠር ገ በያዎችን ማስተሳሰር የ ሥራ ዗ርፍችን ምርታማነ ት ያጎ ሇብታሌ፣  ዕዴገ ታቸውን 
ያነ ቃቃሌ፡ ፡  ጥናቱ በገ ጠር የ ሚገ ኙ የ ማምረቻ የ ሥራ ዗ርፍችን፣  ገ በያዎች በተሻሇ ተሳስረው 
በሚገ ኙባቸው በገ ጠር መንዯሮችና በዋና ዋና ከተሞች ከሚገ ኙ የ ሥራ ዗ርፍች ጋር አነ ፃ ፅሯሌ፡ ፡  
በከተሞች የ ሚገ ኙት የ ሥራ ዗ርፍች በገ ጠር ካለት በአማካኝ ትሌቅ ቢሆኑም ትክክሇኛ ንፅ ፅ ር 
መዯረግ ያሇበት በጥቃቅን ተቋማት መካከሌ ስሇሆነ  ጥናቱ በዙህ ሊይ ትኩረት አዴርጓሌ፡ ፡  
በተጨማሪም ምንም እንኳን በከተማ ያለ የ ማምረቻ የ ሥራ ዗ርፍች ከገ ጠሮቹ የ በሇጠ ብዘ ዓይነ ት 
ምርቶችን የ ሚያመርቱ ቢሆንም በማምረቻ የ ሥራ ዗ርፌ ሊይ የ ተሇየ  ትኩረት ማዴረግ በ዗ርፌ 
ሌዩነ ቶች መካከሌ ሉመጣ የ ሚችሇውን ሌዩነ ት ያጠበዋሌ፡ ፡   
 
14. በከተማ በትናንሽና መዯበኛ ባሌሆኑ የ ሥራ ዗ርፍች ያሇው የ ኢንቨስትመንት ሁኔታ በገ ጠር 
ከሚገ ኙት የ ተሇየ  ነ ው፡ ፡  የ ከተማ የ ሥራ ዗ርፍች ብዘ ካፒታሌን የ ሚጠቀሙ፣  በተሻሇ የ ተማረ የ ሰው 
ሃይሌን የ ሚጠቀሙ እንዱሁም በቤተሰብ የ ሰው ሃይሌ ሊይ እምብዚም ያሌተመሰረቱ ናቸው፡ ፡  
በተጨማሪም ስራቸው ወቅታዊ መዋዠቅ አይታይበትም፡ ፡  የ ከተማ የ ሥራ ዗ርፍች የ ተሻሇ የ ብዴር 
አቅርቦት አሊቸው፣  የ ከተማ መሠረተ-ሌማት በእጅጉ የ ተሻሇ ነ ው፣  በከተሞች ያሇው የ ውዴዴር ጫናም 
ከፌ ያሇ ነ ው፡ ፡  እነ ዙህ ነ ገ ሮች የ ማምረቻ ግብዓቶችን የ አጠቃቀም መጠን (factor 
intensity)እንዱሁም የ ሥራ ዗ርፍችን ትሌቅነ ት የ ሚወስኑ ሲሆኑ በከተማና በገ ጠር መዯበኛ ያሌሆኑ 
የ ሥራ ዗ርፍች የ ሚጠቀሙት ቴክኖልጂ ግን በአብዚኛው ተመሳሳይ ነ ው፡ ፡  በሚገ ርም ሁኔታ ምንም 
እንኳን በገ ጠር በሚገ ኙ ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች የ አጠቃሊይ ግብዓቶች ምርታማነ ት 
(TFP) ከከተማ የ ሥራ ዗ርፍች እጅግ ያነ ሰ ቢሆንም በገ ጠር ከተሞች የ ሚገ ኙ የ ሥራ ዗ርፍች 
የ አጠቃሊይ ግብዓቶች ምርታማነ ት (TFP) ግን በከተሞች ከሚገ ኙ አነ ስተኛ ተቋማት ጋር ተመሳሳይ 
ነ ው፡ ፡  
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ሏ. የ ፖሉሲ ግብዓቶች 
 
15. በተቻሇ መጠን ፖሉሲ አውጪዎች በግብርናና ከግብርና ውጭ በሆነ ው ዗ርፍች መካከሌ ያሇውን 
መዯጋገ ፌ ጥቅም ሊይ ማዋሌ አሇባቸው፡ ፡  ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍችን የ ሚጠቅም የ ፖሉሲ 
እርምጃ ግብርናውንም የ መጥቀም እዴለ ከፌተኛ ነ ው፡ ፡  ግብርናውን የ ሚጠቅም ፖሉሲም እንዱሁ 
ከግብርና ውጭ የ ሆነ ውን ይጠቅማሌ፡ ፡  ሇምሳላ የ ተሻሇ የ ብዴር አቅርቦት፣  ጥሩ የ ትራንስፖርት 
አገ ሌግልትና የ ተሻሇ ዋስትና፣  ገ በሬዎችንም ሆነ  የ ላሊ ሥራ ዗ርፌ ባሇቤቶችን በአንዴ አይነ ት 
ሁኔታ ይጠቅማለ፡ ፡  በተጨማሪም የ ሚያዴግ የ ግብርና ምርት ከግብርና ውጭ የ ሆነ ውን ዗ርፌ 
ሇማነ ቃቃት ዕዴሌ ሲፇጥር የ ተሻሇ ከግብርና ውጭ የ ሆነ  ሥራ ዯግሞ ግብርናን በመሳብ ዕዴገ ቱን 
ሉያነ ቃቃ ይችሊሌ፡ ፡    
 
16. አነ ስተኛ የ ገ በያ ከተሞችን በመመሥረት የ ገ በያ ትስስርን ማጎ ሌበት ተስፊ ያሇው የ ፖሉሲ 
አማራጭ ነ ው፡ ፡  የ ትራንስፖርትና የ መረጃ ሥርዓትን በማሻሻሌ፣  ውዴዴርን በመጨመር እንዱሁም 
በብዴር ገ በያ ሊይ የ ሚኖሩ ጉዴሇቶችን በማስወገ ዴ የ ገ በያ ትስስርን ማጠናከር ይቻሊሌ፡ ፡  የ ገ በያ 
ትስስር ዜቅተኛ በሆነ በት ሁኔታ የ ገ በያ ትስስርን በማምጣት የ ሚገ ኘው ጥቅም ከፌተኛ በመሆኑ 
የ ገ ጠር የ ገ በያ ከተሞችን ማስፊፊት ከግብርና ውጭ የ ሆነ ውን ዗ርፌ ምርታማነ ት ሇመጨመር ጥሩ 
መንገ ዴ ነ ው፡ ፡  ነ ገ ርግን በገ ጠር ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች አጠቃሊይ አፇፃ ፀም ዜቅተኛ 
መሆኑ ዗ሊቂ ዕዴገ ትን ሇማምጣት የ ገ ጠር ከተሞች ራሳቸው ከኢኮኖሚው ጋር መተሳሰር እንዲሇባቸው 
ይጠቁማሌ፡ ፡  በአጠቃሊይ የ ዙህ ትንታኔ ውጤት የ ገ ጠር ዕዴገ ትን ሇማምጣት የ ግብርና ምርትን 
ማሳዯግ አስፇሊጊ መሆኑን ያሳያሌ፡ ፡  የ ግብርና ምርታማነ ት ዕዴገ ት የ ሚጠቅመው የ አብዚኛውን 
የ ገ ጠር ቤተሰብ ገ ቢ በማሳዯግ ብቻ ሳይሆን ከግብርና ውጭ የ ሆነ ውን ዗ርፌም የ ምርቱን ፌሊጎ ት 
በማሳዯግና የ ማምረት አቅምን ሇማሳዯግ በማበረታታት ጭምር ይጠቅማሌ1፡ ፡    
 
17. በገ ጠር የ ኑሮ መሠረትን ሇመገ ንባትና አነ ስተኛ ገ በሬዎችን ሇመዯገ ፌ በሚዯረገ ው ጥረት 
የ ብዴር አቅርቦት ውሱንነ ት በሁለም አካባቢዎች የ ሚገ ኝ ማነ ቆ ነ ው፡ ፡  ነ ገ ር ግን በአሁኑ ጊዛ 
በተበጣጠሰ መሌኩ መፌትሄ እያገ ኘ ይገ ኛሌ፡ ፡  ምንም እንኳን በገ በያው ውስጥ ዗ሌቆ መግባትና 
አገ ሌግልት መስጠት እየጨመረ ቢመጣም ባንኮች፣  የ ማይክሮ-ፊይናንስ ተቋማት(MFI) እና ሁሇገ ብ 
የ ህብረት ሥራ ማህበራት ያሊቸው ሽፊን ካሇው አጠቃሊይ ፌሊጎ ት ያነ ሰ ነ ው፡ ፡  ይህንን ጉዴሇት 
ሇመሸፇን አንደ መንገ ዴ በታችኛው ህብረተሰብ ውስጥ የ ሚገ ኙ ተቋማትን በመገ ንባት የ ፊይናንስ 
አገ ሌግልቶች ወዯገ ጠር እንዱስፊፈ ማዴረግ ነ ው፡ ፡   
 
18. የ ገ በያ ዕምቅ ዕዴሌ ያሊቸውን የ ንግዴ ሥራ ቡዴኖች መርጦ መዯገ ፌና ማጎ ሌበት ተስፊ ያሇው 
እርምጃ ነ ው፡ ፡  የ ሚዯረገ ው ዴጋፌ ዓይነ ት የ አቅርቦት ሰንሰሇትን መዲሰስና በእያንዲንደ 
እንቅስቃሴ ችግሮችን በተናጠሌ መፌታትን ያካትታሌ፡ ፡  ዴጋፈ ምናሌባትም የ ገ በያ ዕዴሊቸው ካለበት 
አካባቢ ውጪ ዗ሌቆ መሄዴ የ ሚችለ ሥራዎች ሊይ ማተኮር ሲኖርበት የ ማስተዋወቅ ጥረቶችም የ አካባቢ 
ሃብቶችን ከአካባቢው ውጭ ወይም ከዓሇምዓቀፌ ሸማቾች ጋር ማዚመዴ ሊይ ተኩረት ማዴረግ 
ይኖርባቸዋሌ፡ ፡  የ መንግሥት ኤጀንሲዎች በዙህ ሁኔታ ሥራዎችን መርጠው ዴጋፌ ሇማዴረግ ፖሇቲካዊ 
ወይም ቴክኒካዊ ችግር ሉያጋጥማቸው ስሇሚችሌ መንግሥታዊ ሊሌሆኑ ዴርጅቶች (NGOs) እንዯ ዕዴሌ 
ሉታይ የ ሚችሌ ነ ው፡ ፡    
 
19. ክህልትና ትምህርት የ ሥራ ዗ርፌን ከመመስረትና በሥራ ከመሳተፌ ጋር በተመሳሳይ አቅጣጫ 
የ ተቆራኙ ሲሆን መዯበኛ ትምህርት ግን በገ ጠር ኢትዮጵያ በዜቅተኛ ዯረጃ ሊይ የ ሚገ ኝ ነ ው፡ ፡  
ክህልትን የ ማዲበርና አዲዱስ ቴክኖልጂዎችን የ ማስተዋወቅ አገ ሌገ ልትን የ ማቅረብ ሥራ እስከተወሰነ  
                                                 
1
 ዳርኮን እና ሆዱኖት (1997 ዓ.ም.) የ ገ ጠር ኢትዮጵያውያንን የ ኑሮ ሁኔታ ሇማሻሻሌ አነ ስተኛ ከተሞች ቁሌፌ 
እንዯሆኑ ይናገ ራሇ፡ ፡  
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ጊዛ ዴረስ በመንግሥት ሥር ሆኖ መቆየ ቱ የ ማይቀር ነ ው፡ ፡  በዓሇምዓቀፌ ዯረጃ በተሇይ በቴክኖልጂ 
ሌማትና ስርጭት የ መንግሥት አገ ሌግልቶችን በገ ጠር ከግብርና ውጭ ሇሆኑ የ ሥራ ዗ርፍች በማቅረብ 
ውጤታማ ሇመሆን ተችሎሌ፡ ፡  ሆኖም ውጤታማ ያሌሆኑ ምሳላዎችም አለ፡ ፡  በአጠቃሊይ ም዗ና ሌምድች 
የ ሚጠቁሙት እንዯዙህ ዓይነ ት ጥረቶች፤  ሀ) በስፊት የ ሚመረቱ ምርቶችና አገ ሌግልቶች ሊይ 
ማተኮር፣  ሇ) በአነ ስተኛ ዋጋ አስፇሊጊ ግብዓቶችን በ዗ሊቂነ ት ሇማረጋገ ጥ ከአካባቢው የ ግብዓት 
አቅራቢዎች ጋር ግንኙነ ት መፌጠር፣  ሏ) ትናንሽ ዴርጅቶች ወዯ አዲዱስ ቴክኖልጂዎችና ከተቻሇም 
ወዯ አዱስ የ ገ በያ አቅጣጫ የ ሚያዯርጉትን ሽግግር ሇማቀሊጠፌ የ አጭር ጊዛ ዴጋፌ ማዴረግ ነ ው፡ ፡    
 
20. የ ኢንቨስትመንት ሁኔታና የ ዴርጅት ሌማት ፖሉሲዎች ሴት የ ሥራ ዗ርፌ ባሇቤቶች 
የ ሚያጋጥማቸውን የ ተሇያዩ ችግሮችና ፌሊጎ ቶች በአግባቡ ማጤን ይገ ባቸዋሌ፡ ፡  ሆኖም በትክክሌ 
ነ ጥል መተግበር ከተቻሇ የ ተጠቀሱት የ ፕሮግራም አካልች ማሇትም የ ብዴር አቅርቦት፣  የ አቅርቦት 
ሰንሰሇት ዲሰሳ እና ክህልትን ማዲበር ሇሴቶች የ ተሇየ  አግባብ ይኖራቸዋሌ፡ ፡  በገ ጠር የ ሥራ 
዗ርፍችን ሇማስፊፊት ያሇሙ የ መንግሥት ወይም የ ሇጋሾች ኢንቨስትመንቶችን በማጤን ሴት የ ሥራ 
዗ርፌ ባሇቤቶችን በፕሮጀክት ዯረጃ ነ ጥል ማገ ዜ በተሇይ ተፇሊጊ ነ ው፡ ፡   
 
21. በገ ጠር ኢትዮጵያ የ ምግብ ዋስትና ችግርን ሇመፌታት ያሇሙ ፖሉሲዎች በገ ጠር ከግብርና ውጭ 
የ ሆነ ው ዗ርፌ ሉጫወት የ ሚችሇውን ሚና ማገ ና዗ብ አሇባቸው፡ ፡  ምንም እንኳን ከፌተኛ ትርፌ 
ሉያስገ ኙ የ ሚችለ እንዯጉሌበት ሥራ የ መሳሰለ ሥራዎችን መተካት ባይችለም ከኑሮ ሁኔታ አንፃ ር 
ዜቅተኛ ትርፌ ያሊቸው ከግብርና ውጭ የ ሆኑ ሥራዎች ጠቃሚ ሉሆኑ ይችሊለ፡ ፡  የ ምግብ ዋስትና 
ችግር ባሇባቸው የ ገ ጠር አካባቢዎች ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ የ ገ ጠር የ ኑሮ መሠረትን 
ሇማረጋገ ጥ ከፌተኛ ሚና ሉጫወት ይችሊሌ፡ ፡   
 
ሳጥን 2፡  ምን አዱስ ነ ገ ር አሇ?  በገ ጠር ኢትዮጵያ መዯበኛ ባሌሆኑ ዴርጅቶች ሊይ ያለ መረጃዎች   
 
በኢትዮጵያ የ ገ ጠር የ ኢንቨስትመንት ሁኔታ ጥናት (ICA) በገ ጠር ከግብርና ውጭ የ ሆነ ውን ዗ርፌ እና አነ ስተኛ 
መዯበኛ ያሌሆኑ ዴርጅቶችን በጥሩ ሁኔታ የ ቃኘ ምናሌባትም የ መጀመሪያው ጥናት ነ ው፡ ፡  ጉንተር እና ኦሊፔዴ 
(በ1999 ዓ.ም.) ባሇፈት 10 ዓመታት ውስጥ በኢትዮጵያ የ ገ ጠር የ ሰው ሃይሌ ገ በያ ሊይ የ ተጠኑ ጥናቶችን 
የ ህትመት ፅሁፍች፣  የ መንግስትና የ ሌማት ኤጀንሲ ሪፖርቶች እንዱሁም በርካታ የ ማስትሬትና የ ፒኤችዱ ጥናቶችን ጨምሮ 
ከ50 በሊይ የ ሚሆኑ ሰነ ድችን በዜርዜር ተመሌክተው ነ በር፡ ፡  የ ሰነ ድቹ ዋነ ኛ ግኝት ዴምዲሜ ሊይ ሇመዴረስ 
የ ሚያስችሌ ጠንካራ ነ ገ ር እንዯላሇ ያሳየ  ነ ው፡ ፡  የ መጠንም ሆነ  መሠረታዊ የ ዗ርፍች ስብጥርን የ ሚያሳይ ነ ገ ር 
አሌነ በረም፡ ፡  አብዚኞቹ መረጃዎች በተመረጡ ወረዲዎች ሊይ ብቻ በተዯረጉ ጥናቶች የ ተገ ኙ ነ በሩ፡ ፡  በተጨማሪም የ ገ ቢ 
መረጃ ዴምዲሜ ሊይ ሇመዴረስ የ ማያስችሌ ውጤት ነ በረው፡ ፡  ሆኖም  ጊዛያቸው ያሇፇ ቢሆንም አንዲንዴ መረጃዎች 
አለ፡ ፡   
 
ሀ.  የ ሠራተኛና ማህበራዊ ጉዲይ ሚኒስቴር በ1988 ዓ.ም. የሙከራ ጥናት በዯሞዜና ከግብርና ውጭ  በሆነ  የ ሰው 
ሃይሌ(wage and nonfarm-labor survey) አካሂዶሌ፡ ፡  ሪፖርቱ የ ተገ ኙትን ስታትስቲካዊ ውጤቶች የ ዗ ገ በ 
(የ ሠራተኛና ማህበራዊ ጉዲይ ሚኒስቴር 1989 ዓ.ም. ሀ.) ሲሆን በኢትዮጵያ ከግብርና ውጭ በሆኑ ሥራዎች 
ተገ ቢ ቴክኖልጂዎች ሊይ ያተኮረ ነ በር (የ ሠራተኛና ማህበራዊ ጉዲይ ሚኒስቴር 1989 ዓ.ም. ሇ.)፡ ፡   
 
ሇ.  የ ወሌዯሃና የ ድክትሬት ጥናት (1992 ዓ.ም.) በጥቂት የ ትግራይ ወረዲዎች ሊይ ጠሇቅ ያሇ ትንታኔ ያቀረበ 
ነ በር፡ ፡  ምንም እንኳን አነ ስተኛና ሁለን ሉወክሌ የ ማይችሌ ቅኝት ሊይ የ ተመሠረተ ቢሆንም በኢትዮጵያ ፇር-
ቀዲጅ ትንታኔ ነ በር፡ ፡   
 
ሏ.  ፐርኒላ ሶሬንሶን (በ1995 ዓ.ም.) በምግብ ዋስትና ሊይ እና ጆናታን ቤከር (በ1978 ዓ.ም.) የ ገ ጠር-
ከተማ ግንኙነ ትን ማህበራዊ ገ ፅታ፣  ሇአማራ ክሌሌ ጥሩ የ ሆነ  ሂሳባዊ ትንታኔ አቅርበዋሌ፡ ፡  ሙሊት ዯመቀ 
(በ1993 ዓ.ም.) ገ ቢን የ ማሰባጠር ፖሉሲዎች ሊይ ያተኮረ ነ በር፡ ፡  
 
 -xv- 
 
መ. ማጠቃሇያ 
  
22. በገ ጠር ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ አማራጭ ሇላሊቸውና የ እርሻ ሥራ በሚቀንስባቸው 
ወቅቶች የ ገ ቢ ምንጭ ዕዴሌን የ ሚፇጥር ነ ው፡ ፡  መጠኑም ትሌቅና የ ማይናቅ ነ ው፡ ፡  ከግብርና ውጭ 
የ ሆኑ ሥራዎች በተሇይ ሇሴቶችና የ ምግብ ዋስትና ችግር ሊሇባቸው ቤተሰቦች ወሳኝ ናቸው፡ ፡  
ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች ሇገ ጠር ገ ቢና የ ሥራ ዕዴሌ የ ማይናቅ ሚና ቢኖራቸውም 
በእነ ዙህ ሥራዎች ሊይ መሰማራት ገ ቢን ሇመዯገ ፌ እንጂ ከዴህነ ት ሇመውጣት የ ተሇየ  አማራጭ ሆኖ 
አይዯሇም፡ ፡  በአማካኝ ከሥራ ዗ርፍቹ የ ሚገ ኘው ትርፌ አነ ስተኛ ሲሆን የ ሰው ሃይሊቸውን ወይም 
የ ካፒታሌ መጠናቸውን የ ሚያሳዴጉትም ጥቂት ናቸው፡ ፡  
 
23. ዋነ ኞች ማነ ቆዎች ከፌሊጎ ት በኩሌ የ ሚመነ ጩ ናቸው፡ ፡  ከአቅርቦት በኩሌ የ ሚመነ ጩ በተሇይ 
የ ፊይናንስና የ መሠረተ-ሌማት ማነ ቆዎችም ሲኖሩ ከቦታ ቦታ ግን የ ተሇያዩ ናቸው፡ ፡  ገ በያዎች 
አነ ስተኛና በከፌተኛ ሁኔታ በአንዴ አካባቢ ብቻ ሊይ ያተኮሩ ናቸው፡ ፡  የ አካባቢው ጠንካራ 
የ ግብርና ምርት ፌሊጎ ትን በመጨመር ከግብርና ውጭ የ ሆነ ውን የ ሥራ ዗ርፌ ውጤት ይወስናሌ፡ ፡  
በዙህ ሁኔታ ውስጥ ከአቅርቦት በኩሌ ሇኢንቨስትመንት ዋነ ኛ ማነ ቆዎች የ ሆኑት የ ፊይናንስ 
አቅርቦትና ትራንስፖርት   ያሊቸው አለታዊ ተፅ ዕኖ ከላልች አገ ሮች ያነ ሰ ነ ው፡ ፡  ይህም መንታ 
መንገ ዴን የ ሚከተሌ አካሄዴ አግባብ እንዯሆነ  ይጠቁማሌ፡ ፡  ከአቅርቦት በኩሌ የ ሚመነ ጩ ዋነ ኛ 
ማነ ቆዎችን የ ሚፇቱና ሇተወሰኑ አካባቢዎችና ሇተመረጡ ዗ርፍች የ ኢንቨስትመንት ሁኔታን ከሚያሻሽሌ 
እርምጃ በተጨማሪ የ ግብር ሌማትንና የ ገ በያ ከተሞች ሌማትን ያካተተ መሆን አሇበት2፡ ፡  
 
24. በገ ጠር የ ገ ቢ ምንጭን እንዳት ማስፊት ይቻሊሌ የ ሚሇው ጥያቄ አስፇሊጊነ ት በሚቀጥለት 
ዓመታት በኢትዮጵያ እየጨመረ የ መምጣቱ ዕዴሌ ከፌተኛ ነ ው፡ ፡  ከግብርናው ምርታማነ ት መጨመር ጋር 
የ ኢትዮጵያ ኢኮኖሚ በሚያዴግበት ጊዛ ከግብር ውጭ የ ሆነ ው ዗ርፌም በማዯግ በገ ጠር አማራጭ የ ሰው 
ሃይሌ ቀጣሪና የ ኑሮ መሠረት  እየ ሆነ  ይመጣሌ፡ ፡  ይህም የ ፖሉሲ ትኩረት “ግብርና ወይም 
ከግብርና ውጭ የ ሆነ  ዗ርፌ” የ ሚሌ ሳይሆን በሁሇቱ ዗ርፍች መዯጋገ ፌ በተሇይም በምርት፣  
በፌጆታና በሰው ሃይሌ ገ በያ ግንኙነ ቶች ሊይ በማተኮር ሚዚናዊ አካሄዴ የ ሚከተሌ ሉሆን 
ይገ ባሌ፡ ፡   ይህም በገ ጠር ግብርና ነ ክ ያሌሆኑ ዴርጅቶች ሇአዲዱስ ዕዴልች ምሊሽ መስጠት 
እንዱችለ በኢንቨስትመንት ሁኔታዎች እንዲይሰናከለ ማረጋገ ጥን የ ሚያካትት ነ ው፡ ፡   
 
                                                 
2 ዱያዮ እና ላልች (በ1999 ዓ.ም.) በኢትዮጵያ ሇግብርና የ ተሰጠው ከሌክ ያሇፇ ትኩረት ወይም ከግብርና ውጭ 
ሇሆነ ው የ ሥራ ዗ርፌ የ ተሰጠው አነ ስተኛ ትኩረት ውጤታማ እንዲሌሆነ  በስላት አሳይተዋሌ፡ ፡  የ ፌጆታ ግንኙነ ቶች 
ከምርት ግንኙነ ቶች የ በሇጠ ጠንካራ ቢሆኑም የ ግብርና ምርት ዕዴገ ት ከግብርና ውጭ ከሆነ ው ዗ርፌ ዕዴገ ት ጋር አብሮ 
ሲሆን በገ ጠር ዴህነ ትን ሇመቀነ ስ የ በሇጠ ጠቃሜታ ይኖረዋሌ፡ ፡   
 -xvi- 
ሠንጠረዥ 1. በገ ጠር የ ሥራ ዗ርፍችን ሇማበረታታት የ ኢትዮጵያ የ ፖሉሲ አማራጮች፡  ከአጭር እስከ መካከሇኛ ጊዛ 
ጉዲይ በአጭር ጊዛ በረጅም ጊዛ 
 
አጠቃሊይ ስትራተጂካዊ አካሄዴ፣  በፌሊጎ ት በኩሌ 
ከግብርና ጋር ያሇውን መዯጋገ ፌ ጥቅም 
ሊይ ማዋሌ  
 በገ ጠር ከግብርና ውጭ የ ሆነ ውን ዗ርፌ ሇመዯገ ፌ 
በዋነ ኛነ ት አስፇሊጊ የ ሆነ ው የ ግብርና ሌማት ሊይ 
ተኩረት እንዱቀጥሌ ማዴረግ፡ ፡   
 በገ ጠር የ ሥራ ዗ርፍችን የ ማበረታታት ፖሉሲዎች በገ ጠር 
ከግብርና ውጭ የ ሆነ ው የ ሥራ ዗ርፌ ቅይጥነ ቱንና  
ከግብርና ጋር ያሇውን ትስስር ከግንዚቤ ውስጥ ማስገ ባት 
አሇባቸው፡ ፡  
 
 የ ሚወሰደ እርምጃዎች ከተመሳሳይ ዴጋፌ (ሇምሣላ 
ኤክስቴንሽን) የ ሚገ ኙ ዕርዲታዎችን መጠቀም አሇባቸው፡ ፡  
 
የ ገ ጠር የ ገ በያ ከተሞች ሌማት 
በመንዯሮች የ ሚገ ኙ አነ ስተኛ የ ሥራ 
዗ርፍች ከግብርና ምርትና ከግብዓት 
ገ በያዎች ጋር ጠቃሚ ግንኙነ ት ያሊቸውና 
ከፌተኛ የ ምርታማነ ት ዕምቅ አቅም 
የ ሚያሳዩ ናቸው፡ ፡  
  
 አነ ስተኛ የ ገ በያ መንዯሮች ሌማትን፣  የ ግሌ ዗ርፌ 
ዕዴገ ትን እና የ ገ ጠር-ከተማ ግንኙነ ቶችን 
ሇማነ ቃቃት በክሌሌ የሙከራ ፕሮግራም ከባሇዴረሻ 
አካሊት ጋር ምክክር ማዴረግና የ ጋራ መግባባት 
መፌጠር፡ ፡  
 አካባቢያዊ የ ኢኮኖሚ ትንታኔ ሊይ እና  በአንዴ ቦታ 
የ ኢኮኖሚና የ ቢዜነ ስ ሌማት ስትራተጂ ሊይ በመመሥረት 
የ ትራንስፖርት መሠረተ-ሌማትና የ ላልች የ ህዜብ 
አገ ሌግልቶች በአነ ስተኛ የ ገ በያ መንዯሮች የ ሚቀርቡበትን 
ቅዯም ተከተሌ መወሰን፡ ፡  
 
 በገ ጠር መንዯሮች የ መሠረተ-ሌማት ኢንቨስትመንትን ቅዯም 
ተከተሌ ሇመወሰንና ሇማስተዲዯር መሠረታዊ የ አካባቢ 
ማስተር ፕሊን፡ ፡    
 
በገ ጠር የ ፊይናንስ አቅርቦትን ማሻሻሌ 
ከግብርና ውጭ ሇሆኑ የ ሥራ ዗ርፍች  
የ ተመቸ የ ብዴር አቅርቦት የ ሇም፡ ፡  
 የ ብዴር ሽፊንን ማሳዯግና በርካታና አመቺ 
አገ ሌግልቶችን ማስተዋወቅ ሊይ በማተኮር  በገ ጠር 
አካባቢዎች የ ብዴር አቅርቦትን ሇማሻሻሌ የ ሚዯረጉ 
ጥረቶችን መገ ምገ ም፡ ፡   
 
 መሠረተ-ሌማትንና የ ቁጥጥር ችግሮችን ከግምት ውስጥ 
በማስገ ባት በከተሞች፣  በመንዯሮችና በገ ጠር 
የ ተንቀሳቃሽ ባንኮችን የ ገ በያ አቅም ጥናት 
ማካሄዴ፡ ፡  
 በገ ጠር ከግብርና ውጭ ሇሆኑ የ ሥራ ዗ርፍች አግባብነ ት 
ያሊቸው የ አቅርቦት ሠንሠሇቶች ሊይ እና የ ማህበረሰቡ 
የ ታች መሠረት ሊይ የ ቆሙ የ ፊይናንስ ተቋማት ሊይ 
ኢንቨስት ማዴረግ፡ ፡  
 
 ከቡዴን ብዴር ውጪ የ ሆኑና ሇአነ ስተኛ የ ሥራ ዗ርፌ 
ባሇቤቶች የ ሚመቹ የ ፊይናንስ መሣሪያዎችን ማዯራጀትና 
መሞከር፡ ፡  
 
 የ ተንቀሳቃሽ ባንኮችን በከተሞችና በመንዯሮች መሞከር፡ ፡   
 
ሇሥራ ዗ርፌ ባሇቤቶች ዴጋፌ ማዴረግ 
ተቋማዊ ዴጋፌ አንዴ ወጥ አይዯሇም  በሚኒስቴር መ/ቤቶችና በክሌሌ መንግሥታት የ ተወሰደ 
እርምጃዎችን ጥናካሬና ዴክመት መገ ምገ ም፡ ፡  
 
 በሚኒስቴር መ/ቤቶችና በክሌሌ መንግሥታት ስምምነ ት 
የ ተዯረሰባቸውን የ አተገ ባበር አካሄድች የ ሚከታተሌና 
የ ሚቆጣጠር ቡዴን ማቋቋም፡ ፡  
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ጉዲይ በአጭር ጊዛ በረጅም ጊዛ 
 የ ኤክስቴንሽን አገ ሌግልት ከግብርና ውጭ የ ሆኑ 
የ ሥራ ዗ርፍችን ሉያካትት የ ሚችሌበትን መንገ ዴ 
ማጤን፡ ፡  
 
 
 አካባቢያዊ የ ኢኮኖሚና የ ቢዜነ ስ ሌማት ስትራተጂ 
ማ዗ጋጀትን ማጤን፡ ፡  
የ ሚዯረጉ ዴጋፍች ፊይዲ ውሱን ነ ው፡ ፡   የ ሥራዎችን የ ወጪና-ጥቅም ትንታኔ ን ጨምሮ 
መንግሥታዊ ያሌሆኑ ዴርጅቶችንና የ ህዜብ አገ ሌግልት 
ሥርዓት ሌምድችን መገ ምገ ም፡ ፡  
 
 የ ገ በያ ዕምቅ አቅምና የ ጋራ ማነ ቆ ያሇባቸውን 
የ ቢዜነ ስ ስብስቦችን መሇየ ት፡ ፡  
 በአገ ሌግልት አቅርቦት (ክህልትን የ ማሳዯግና የ ምክር 
አገ ሌግልት፣  የ ቴክኖልጂ ስርጭት) ውጤታማ ሌምድችን 
በመውሰዴ እንዯአስፇሊጊነ ቱ ማስፊፊት 
 
 በገ ጠር ከግብርና ውጭ ሇሆነ ው ኢኮኖሚ አግባብነ ት ካሊቸው 
የ አቅርቦት ሰንሰሇቶች ጎ ንሇጎ ን ጉዴሇት ያሇባቸው ቁሌፌ 
አገ ሌግልቶችን በመሇየ ትና በማቅረብ ሇአጠቃሊይ የ ገ በያ 
ሌማት ጥረት ማዴረግ:: 
  
ሥርዓተ-ፆታን ከግምት ማስገ ባት  በፕሮጀክት ዯረጃ ሴቶች በአግባቡ ተሇይተው 
መዯገ ፊቸውን ማረጋገ ጥ፡ ፡  
 
 
ሂዯቶችን/አዜማሚያዎችን መከታተሌ  ሂዯቶችንና ፕሮግራሞችን ሇመከታተሌ የ ሚያስችሌ 
በገ ጠርና በመንዯሮች የ ገ ቢ ስብጥር ሁኔታዎችን 
የ ሚያሳይ ብሔራዊ የ መረጃ መሠረት ማዯራጀት፡ ፡   
 
 በማዕከሊዊ የ ስታቲስቲክስ ኤጀንሲ በሚሰሩ በርካታ 
ጥናቶች ውስጥ ያሇውን የ ገ ጠር-ከተማ 
ክፌፌሌ/ትርጉም ማሻሻሌ፡ ፡  
 
 ከባሇዴርሻ አካሊት ጋር በዕውቀት ጉዴሇቶች ሊይ 
ምክክር ማዴረግ፡ ፡  
 የ ገ ጠር የ ማህበራዊና የ ኢኮኖሚ ሁኔታ ጥናት 
 
 የ ገ ጠር-ከተማ ክፌፌሌ/ትርጉም የ ሰፇራ መጠንንና የ ትናንሽ 
ከተማ ገ በያዎችን በሚሇይ መሌኩ ማዴረግ፡ ፡  
 
 በብሄራዊ የ ምርምር ፕሮግራሞች ውስጥ የ ገ ጠር ገ ቢ 
ስብጥር፣  የ ዴርጅት ባሇቤትነ ትና የ ግሌ ዗ርፌ ሌማት 
ጉዲዮች እንዱካተቱ ማዴረግ፡ ፡   
 
የ ምግብ ዋስትና ችግርን መቅረፌ 
አነ ስተኛ ትርፌ የ ሚያስገ ኙ ከግብርና ውጭ 
የ ሆኑ ስራዎች ከዯህንነ ት አንፃ ር 
አስፇሊጊ ሉሆኑ ይችሊለ፡ ፡  
 
 በገ ጠር ከግብርና ውጭ የ ሆነ ው ሥራ ሇምግብ ዋስትና 
ሉኖረው የ ሚችሇውን   ሚና ከግምት ውስጥ 
ማስገ ባት፡ ፡  
 
 በሰው ጉሌበት ሊይ የ ተመሠረቱ የ ሴፌቲኔት 
ፕሮግራሞችና ከግብርና ውጭ የ ሆኑ የ ሥራ ዗ርፍች 
ሊይ መሰማራት ያሊቸውን ግንኙነ ትና ሚና ማጥናት፡ ፡  
 የ ፀጥታ ችግር ባሇባቸው አካባቢዎች በተሇይ የ ሴቶች 
ተሳትፍ ዜቅተኛ የ ሆነ በትን ምክኒያት መፌታት፡ ፡  
 
 በአካባቢው የ ግብርና ምርት ሊይ ያሌተንጠሇጠሇ  የ ውጭ 
ገ በያ የ ማግኘት ጉዲይን ማረጋገ ጥ፡ ፡   
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EXECUTIVE SUMMARY 
A. OVERVIEW 
1. Ethiopia’s rural nonfarm sector is significant and participation is increasing. 
The sector is particularly important for women and poorer households. Nonfarm 
enterprises provide income-earning opportunities to those lacking alternative options and 
supplementary income for farming households. The returns to running a nonfarm firm are 
low, but there is tremendous heterogeneity in enterprise performance. Agriculture and the 
nonfarm sector are mutually reinforcing through market synergies. Markets are small, 
fragmented, and localized. Strengthening and developing small towns appears to be a 
promising area in support of rural development. As the Ethiopian economy develops the 
nonfarm sector will grow and become increasingly important as an alternative employer 
of labor and source of livelihood in rural areas. This suggests the policy priority should 
not be ―either agriculture or the nonfarm sector‖ but a balanced approach. 
B. KEY FINDINGS 
2. Enterprise activity is more prevalent in rural towns and is especially 
important for women. Nonfarm enterprise activity is highest in rural towns and lowest 
in remote rural areas. Proximity to markets and roads is also a strong predictor of 
participation.  
3. The nonfarm enterprise sector makes an important contribution to rural 
income in Ethiopia. Approximately 25 percent of all households in rural Ethiopia own 
one or more nonfarm enterprises. Participation rates are rising. Despite high participation 
rates, very few households rely exclusively on nonfarm enterprise activity. Though it is 
difficult to measure enterprise profits and household income precisely, the 2007 Rural 
Investment Climate Survey (RICS) suggest that nonfarm enterprise profits account for 
approximately 40 percent of total household income for those households that run a 
nonfarm firm. Comparison of the three most recent Welfare Monitoring Surveys (WMS) 
suggests that participation in the sector is growing, though most of the existing firms do 
not expand their workforce. 
4. Nonfarm enterprises provide self-employment opportunities, yet virtually no 
wage labor opportunities. Almost all nonfarm firms are small and own very little 
capital; the median capital stock is roughly 194 Birr (approximately US$ 16). The 
overwhelming majority of enterprises are one-person enterprises and less than 1 percent 
of all enterprises employ more than three workers. The most prominent nonfarm 
enterprise activities are trading and wholesale, closely followed by manufacturing and 
services. While the miniscule scale at which enterprises operate is striking, enterprises do 
not seem to operate at a sub-optimal scale.  
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5. Average firm performance is rather stagnant. Even though the returns to 
capital are high at the margin, very few firms invest or expand their workforce. No more 
than 8 percent of all firms have increased the number of employees and only 30 percent 
have increased the total number of labor days used per annum since start-up. A mere 20 
percent of firms have re-invested since they started. The lack of investment is due to the 
high-risk environment that entrepreneurs face, the high cost of and limited access to 
capital in rural areas, and diminishing returns to capital. The likelihood of investing falls 
as uncertainty (proxied by the variability in agricultural performance induced by rainfall 
volatility) increases. Investment is also negatively correlated with the household’s ability 
to access emergency finance, suggesting that households with better insurance or access 
to credit are more likely to invest.  
6. Markets are small and localized. For example, more than 90 percent of 
entrepreneurs walk to the market and very few firms sell to customers outside their own 
community. Because of high transport and transaction costs, most firms are local 
monopolists and even if they are not, they have substantial market power, further limiting 
their incentives to invest. Market fragmentation seems to be the most important constraint 
hampering the performance of nonfarm enterprises. This is borne out by the impressions 
of firm managers, who consider a lack of demand, transport, and inadequate access to 
credit their most important problems. Market fragmentation limits demand and helps 
Box E1: Some Myths about Ethiopia’s Rural Economy 
 
There are a number of widely held but mistaken views, or myths, about Ethiopia’s rural economy, which 
can be attributed partly to a shortage of information. Findings from the Rural ICA help to shed light on 
certain aspects of Ethiopia’s rural nonfarm economy: 
 
Myth 1 – In rural Ethiopia all households engage in agriculture: there are no enterprises. 
Some 25 percent of rural household participate in some form of nonfarm enterprise activity. For about 8 
percent of rural households, their enterprise is the dominant source of income. 
 
Myth 2 – Nonfarm enterprises are economically unimportant in rural Ethiopia. 
While enterprise activity if often concentrated in the low return sector, it is nevertheless an important 
source of income, particularly for women and food insecure households. Enterprise households in Ethiopia 
generate on average 42 percent of their income from nonfarm activities. 
 
Myth 3 – Manufacturing and grain-milling activities dominate the nonfarm sector. 
The dominant sector is trade, engaging more than 50 percent of rural enterprise households. 
 
Myth 4 – It is more important to support agriculture than nonfarm enterprises. 
Agriculture and the nonfarm sector are mutually reinforcing, because rural nonfarm enterprises are an 
essential part of agricultural input and output markets, and agricultural service delivery in general. 
 
Myth 5 – Governance and land policy are the main constraints for rural enterprises. 
Constraints to rural enterprise in Ethiopia are spatially quite heterogeneous. On average, however, 
enterprises appear to be much more constrained from the demand side than the supply side and the most 
important supply-side constraints are access to financial services suitable for rural business and high 
transport costs due to remoteness. 
 
Myth 6 – Support to the nonfarm sector is futile from a policy perspective.  
An important finding of this study is that the investment climate in rural towns can support comparable 
productivity performance to those of urban informal microenterprises. This suggests that supporting 
nonfarm enterprises in small rural towns can yield high returns – and mutually benefit the agricultural and 
other sectors through production, consumption, and labor market linkages. 
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explain the heterogeneity in the returns to capital and labor, as well as why firms do not 
invest and expand.  
7. Enterprise activity is worthwhile when other opportunities are lacking. The 
returns to running a nonfarm firm are very low. On average about Birr 5.6 per day (less 
than US$ 0.5) and even lower for enterprises managed by women. These marginal returns 
are much lower than the agricultural wage rate for casual workers. Enterprise activity is 
highly countercyclical with agriculture, which suggests that nonfarm enterprise activities 
are most appealing when the opportunity cost of labor is low.  
8. While many enterprises are not very profitable, there is tremendous 
heterogeneity in enterprise performance both across and within locations, which is 
indicative of rural market fragmentation. For example, enterprises located in rural 
towns are almost twice as profitable as enterprises located in very remote rural areas. 
Enterprises engaging in trading or wholesale activities are the most profitable, perhaps 
reflecting the existence of arbitrage opportunities. Those engaging in manufacturing 
activities are the least productive. Enterprise productivity is about 50 percent higher for 
firms with a male manager. Even after controlling for activity choice, capital intensity, 
and other differences between enterprises managed by men and women remain.  
9. Enterprise sales are also strongly correlated with the agricultural 
performance of local and adjacent communities. The reason appears to be that demand 
for nonfarm products is much higher when agricultural performance is strong. In 
addition, uncertainty regarding agricultural performance limits incentives to invest, at 
least in the short run. Moreover, income from agricultural activities is the most important 
source of start-up capital for the overwhelming majority of entrepreneurs. Very few 
enterprises invest and start-up capital, determined by access to finance, is a strong 
determinant of future profitability. 
10. Women play a very important role in Ethiopia’s nonfarm enterprise sector. 
Women are more likely to be engaged in nonfarm activities than men, especially in small 
towns. Women tend to take-up nonfarm activities because they face constraints in other 
domains, especially agriculture, and not necessarily because they are well positioned to 
exploit profitable market opportunities. By contrast, men are able to exploit 
complementarities between nonfarm activities and agriculture. Activities in which 
women engage in are often limited, and typically concentrated in low-profitability sectors 
requiring little training and skills. High female participation despite substantially lower 
returns attests to the underprivileged position of women in the Ethiopian labor market.  
11. The nonfarm economy can be an important source of additional income for 
food insecure households. In a setting with limited agricultural potential or highly 
variable weather, income from nonfarm activities can augment and smooth income flows 
for rural households. At first sight it appears that a substantial number of nonfarm 
activities in Ethiopia only provide limited opportunities. But they could be very important 
from a food security point of view. This is especially relevant to Ethiopia where an 
estimated 4.6 million people periodically require emergency food assistance and as many 
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as 7.3 million chronically food insecure people receive a cash or food transfer through a 
Productive Safety Net Program (PSNP). 
12. Because of its complementarity with agriculture, nonfarm enterprise activity 
does not significantly reduce the supply of labor to agricultural activities. Nonfarm 
enterprise activity is much lower during the peak agricultural season, reflecting 
household labor allocation decisions to prioritize agriculture. Conversely, the nonfarm 
enterprise sector does not seem to suffer a labor shortage. The low marginal productivity 
of labor in combination with the fact that very few enterprises hire workers suggests that 
supplying more labor to (existing) nonfarm enterprises might simply not be worthwhile at 
the margin. If anything, the nonfarm sector absorbs labor that cannot be gainfully 
employed elsewhere, rather than ―pulling‖ people away from agricultural activities. 
13. Rural market integration would enhance enterprise productivity and 
stimulate firm growth. The study compares the performance of rural nonfarm 
manufacturing enterprises with manufacturing enterprises in rural towns and in major 
urban centers, where markets are better integrated. Though urban firms are much larger 
than rural firms on average, the focus is on comparing microenterprises since these 
constitute the most appropriate comparison group. Also, an exclusive focus on 
manufacturing enterprises minimizes the differences due to sectoral affiliation, though 
urban enterprises produce a much broader range of products than rural ones.  
14. The urban investment climate for small informal enterprises differs from the 
rural one. Urban enterprises are more capital intensive, have a better-educated workforce 
and are less reliant on household labor. In addition, they do not exhibit seasonality. Urban 
enterprises typically have much better access to credit, urban infrastructure is far superior 
to that in rural areas, and competitive pressure is higher in urban centers. While these 
differences affect factor intensity and business size, the technologies used by urban and 
rural informal enterprises are often similar. Interestingly, although total factor 
productivity (TFP) of nonfarm enterprises located in rural areas is much lower on average 
than enterprises in urban areas, TFP of nonfarm enterprises in rural towns is on a par 
with micro enterprises located in urban centers. 
C. POLICY IMPLICATIONS 
15. Where possible, policymakers should capitalize on the complementarities 
between agriculture and the nonfarm enterprise sector. It is likely that policy reforms 
that benefit nonfarm enterprises also benefit the agricultural sector and vice versa. Better 
access to credit, upgraded transport facilities, and improved insurance, for example, 
would benefit farmers and entrepreneurs alike. Moreover, enhanced agricultural 
performance is likely to stimulate the performance of nonfarm enterprises, while 
improved off-farm performance might stimulate agricultural growth, by acting as a ―pull‖ 
factor.  
16. Promoting market integration through the formation of small market towns 
is a particularly promising policy option. Market integration can be enhanced through 
improvement of transport and information systems, increasing competition, and the 
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removal of market failures in credit markets. Since the returns to market integration seem 
to be highest at the lowest levels of market integration, promoting rural market towns 
might be a good way to enhance the productivity of the nonfarm sector. But the overall 
slow dynamic performance of rural nonfarm enterprises suggests that rural towns 
themselves might need to be better integrated into the economy to foster sustained 
growth. More generally, the results from this assessment show that improving 
agricultural performance is essential to stimulate rural growth. Increased agricultural 
productivity would not only benefit the vast majority of rural households by boosting 
their incomes, but also benefit the nonfarm enterprise sector by raising the demand for 
nonfarm goods and encouraging factor accumulation.
3
 
17. Limited access to finance is a crosscutting constraint in the effort to build 
rural livelihoods and to support smallholder farming. It is, however, currently 
addressed in an uneven manner. Despite recent growth in services and market 
penetration, banks, micro-finance institutions (MFI) and multipurpose cooperatives cover 
less than the total demand. One approach to help address this gap is to build grassroots 
institutions to expand outreach of financial services to rural areas. In addition to micro-
finance institutions, rural savings and credit cooperatives could be promoted in areas 
where they do not currently operate.  
18. Promotion and selective support to groups of businesses with market 
potential seems to be a promising area of intervention. Support would include supply 
chain reviews and problem solving on an activity by activity basis. Support would 
probably need to focus on activities with market potential outside the immediate area and 
promotional efforts focus on matching local resources to external, even international, 
consumers. Such selective support may be politically or technically difficult for the 
government agencies to provide, and is therefore seen more as an opportunity for Non-
Governmental Organizations (NGOs). 
19. Skills and education are positively associated with enterprise start-up and 
participation, but formal education remains at a very low level in rural Ethiopia. 
Service delivery for both skills development and introduction of new technology is likely 
to remain in the public domain for the near future. Internationally, there are significant 
successes in public provision of services related to rural nonfarm enterprise, especially in 
the area of technology development and dissemination. However, less successful 
examples also abound. On balance, experience suggests that such efforts must (a) focus 
on key widely produced products/services; (b) link with local input suppliers to ensure 
sustained and affordable access to the necessary inputs; and (c) provide short-term 
assistance in facilitating the transition of small firms to new technologies and possibly 
also to new marketing channels. 
20. Investment climate and enterprise development policies should be mindful of 
the different needs and constraints experienced by women entrepreneurs. However, 
if targeted appropriately, some of the highlighted program areas—access to finance, 
supply chain reviews, and skills development—appear to be particularly relevant. 
                                                 
3
 Dercon and Hodinott (2005) argue that small towns are key to improve welfare of rural Ethiopians. 
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Targeting female entrepreneurs would be in particular of interest at the project level, 
considering government or donor supported investments that aim to enhance rural 
entrepreneurship. 
21. Policies seeking to address food insecurity in rural Ethiopia should consider 
the potential contribution of the rural nonfarm enterprise sector. Even low-return 
nonfarm activities may prove to be important from a welfare point of view, although not 
necessarily a substitute for higher-return activities such as wage labor. In food insecure 
rural areas, the nonfarm sector could potentially play a very important role in ensuring 
rural livelihoods.  
D. SUMMARY 
22. The rural nonfarm sector provides income-earnings opportunities to those 
lacking alternative options and in the low seasons for farming. It is sizable and 
significant. Nonfarm enterprise activities are particularly important for women and food 
insecure households. While nonfarm enterprises make an important contribution to rural 
income and employment, running a nonfarm enterprise in Ethiopia is predominantly a 
means to complement agricultural income, rather than an alternative pathway out of 
poverty. On average, the returns to enterprise are low and few firms increase their 
workforce or capital stock. 
23. The main constraints appear to operate on the demand side. Supply-side 
constraints also exist, notably in finance and infrastructure, but are geographically 
diverse. Markets are small and highly localized. Strong local agricultural performance 
affects nonfarm enterprise performance through increased demand. Within this context, 
the main supply-side investment climate constraints—access to finance and 
transportation—appear to ―bite‖ less than in other countries. This suggests that a two-
pronged approach is appropriate. This should include agriculture development and 
market town development in addition to selective, geographically targeted, investment 
climate interventions that address the major supply-side constraints.
4
  
24. The question of how to achieve rural income diversification is likely to 
become increasingly important in Ethiopia over the coming years. As the Ethiopian 
economy develops, with higher productivity and better performance in agriculture, the 
nonfarm sector will also grow and become increasingly important as an alternative 
employer of labor and source of livelihood in rural areas. This suggests the policy priority 
should not be ―either agriculture or the nonfarm sector‖ but a balanced approach focusing 
on the spillovers between the sectors, particularly production, consumption and labor 
market linkages. This will include ensuring that rural nonfarm enterprises are not 
constrained by the rural investment climate in responding to new opportunities.  
                                                 
4
 Using a simulation model Diao et al. (2007) finds Ethiopia’s exclusive focus on agriculture—or 
insufficient attention to non-agriculture—may be counterproductive. While consumption linkages are much 
stronger than production linkages, a combination of agricultural growth combined with nonagricultural 
growth would be most beneficial to reduce rural poverty. 
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Table E1: Ethiopia’s Policy Options to Promote Rural Entrepreneurship: Short to Medium-Term 
ISSUE SHORT-TERM MEDIUM-TERM 
Overall strategic approach on demand side 
Capitalize on the complementarities with 
agriculture 
 Continued emphasis on agricultural development 
as a major pre-requisite for interventions in support 
of the rural nonfarm sector 
 
 Policies to promote rural entrepreneurship need to 
take into account the inter-relationships with 
agriculture and heterogeneity of the rural nonfarm 
sector  
 
 Interventions should aim to maximize spillover 
from related support (for example extension) 
 
Rural Market Town Development 
Small enterprises in town exhibit significant 
productivity potential with beneficial linkages 
to the agricultural output and input markets 
 Stakeholder consultation and consensus on a 
regional pilot program to stimulate small market 
town development, private enterprise growth, and 
rural-urban linkages 
 
 Prioritization exercise for investment in transport 
infrastructure and other public goods in small 
market towns based on spatial economic analysis 
and any local economic and business 
development strategies 
 
 Some basic spatial master planning to prioritize 
and manage investment in infrastructure within 
rural towns 
 
Improving Access to Rural Finance 
Access to finance suitable for nonfarm 
enterprises unavailable 
 Review current efforts to improve access to credit 
in rural areas focusing on the need to increase 
coverage and to promote more flexible product 
lines  
 
 Feasibility analysis for market potential of urban 
and semi-urban/rural mobile-banking taking into 
consideration infrastructure and regulatory 
constraints 
 
 Invest in grassroots financial institutions and 
supply chains relevant to the rural nonfarm 
enterprises 
 
 Development and piloting of financial instruments 
feasible for small entrepreneurs other than group 
lending  
 
 Pilot for mobile-banking schemes in urban and 
semi-rural areas 
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ISSUE SHORT-TERM MEDIUM-TERM 
Providing support to entrepreneurs 
Institutional support is uneven  Review of strengths and weaknesses and 
measures implemented by line ministries and 
regional governments  
 
  Consider extending the scope of extension 
services to include nonfarm enterprise 
 
 Establish a monitoring team to supervise agreed 
implementation arrangements by line ministries 
and regional governments 
 
 Consider developing local economic and business 
development strategies 
 
Support is having limited impact  Review of experiences by NGOs and public service 
delivery systems including cost-benefit analysis of 
interventions 
 
 Identification of groups of businesses with market 
potential and collective constraints 
 
 Take successful experiences in delivery of 
services (skills development and advisory 
services, technology dissemination) to scale as 
appropriate 
 
 General market development efforts through the 
identification and delivery of a limited number of 
key missing ingredients along supply chains most 
relevant to the rural nonfarm economy 
 
Considering gender is important  Ensure women are targeted appropriately at the 
project level 
 
 
Monitoring of trends  
 
 Development of nationally representative database 
on rural and semi-rural income diversification 
patterns with ability to monitor trends and programs 
 
 Refinement of rural/urban classification in multiple 
surveys conducted by the Central Statistical 
Agency (CSA)  
 
 Consultation with stakeholders on knowledge gaps 
 Rural Socio-Economic Survey  
 
 Rural/urban classification allowing disaggregation 
by settlement size and identification of rural 
market towns  
 
 Incorporation of rural income diversification, 
entrepreneurship, and private sector development 
issues into national research programs 
Addressing food insecurity  
Even low-return nonfarm activities may be 
important from a welfare point of view 
 Consider the potential contribution of the rural 
nonfarm enterprise sector to food security 
 
 Study the interaction and contribution of labor-
based safety nets and engagement in nonfarm 
enterprises 
 Address why participation is currently lower in 
insecure areas, particularly among women  
 
 Ensure access to external markets not vulnerable 
on local agricultural performance 
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1. INTRODUCTION 
A. OVERVIEW 
25. Understanding the opportunities and constraints in Ethiopia’s rural nonfarm 
enterprise sector is of crucial importance. The economy remains highly dependent and 
vulnerable on the performance of the agricultural sector. Ongoing population growth and 
land degradation increases the need for income diversification strategies. The Plan for 
Accelerated and Sustainable Development to End Poverty (PASDEP) considers the 
promotion of nonfarm enterprise activity as an additional catalyst for rural development, 
though in practice promoting nonfarm activities has had a limited role, partly because of 
the little knowledge of the sector in Ethiopia, where it is often believed that rural equals 
agriculture. 
26. The rural and agricultural strategy incorporated within the PASDEP 
acknowledges that both agricultural and nonfarm income generating possibilities should 
be emphasized especially in drought prone areas. Although the strategy introduces 
important new approaches to enhance rural economic growth, very little is known about 
the basic characteristics, the constraints, and the performance of the rural nonfarm 
enterprise sector in Ethiopia. This report is an attempt to fill some of these gaps. Given 
the previous lack of information on the nonfarm economy, the assessment contributes to a 
better understanding of the rural nonfarm economy in Ethiopia. It may therefore be an 
input for the next phase of PASDEP, which needs to be assessed and renewed in 2010. 
27. What does the rural investment climate assessment measure? The following 
chapter argues that assessing the rural investment climate measures the ―economic 
environment‖ of the poor. By assessing supply-side and demand-side constraints of the 
local economy, one can identify critical areas of reform and prioritize public investments. 
Change in rural incomes and diversification is largely determined by the performance of 
the rural economy. Private entrepreneurs in these areas are of particular importance 
because they create beneficial links between the nonfarm economy and agriculture. In 
this context, rural nonfarm enterprises contribute to alleviating rural poverty, and may be 
of growing significance. 
28. This report is organized into seven chapters. The first chapter lays the analytical 
groundwork for assessing the rural investment climate in Ethiopia and establishes a 
broader context for the empirical findings. The second chapter analyzes size and basic 
enterprise characteristics. The third chapter sheds light on the role of women in rural 
entrepreneurship. The fourth chapter analyzes enterprise dynamics: start-up, closure, and 
growth. The fifth chapter is dedicated to the welfare effects of rural enterprises, in 
particular their impact on food security and distributional effects. The sixth chapter 
compares rural and urban informal enterprise performance and considers the role of small 
market towns. The final chapter summarizes the findings and offers reflections for policy. 
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Box 1: Empirical Basis of this Report 
The empirical basis for this report is a Rural Investment Climate Survey (RICS). Ethiopia’s Central Statistical 
Agency (CSA) fielded the survey during December 2006 and January 2007. The household-based survey 
consisted of two complementary efforts: 
1. The RICS-AgSS was carried out in conjunction with Ethiopia’s Annual Agricultural Sample Survey 
(AgSS). Covering about 14,000 households and 3,500 enterprises, it attaches a three-page nonfarm 
enterprise module to the existing agricultural survey. It is minimalistic in terms of the collected level 
of detail for enterprise and households, but still sufficient to draw analytical conclusions. It fully 
covers all four major regions of Ethiopia: Tigray; Oromia; Southern Nations, Nationalities and 
Peoples (SNNP) and Amhara. The RICS-AgSS is thus representative for these 4 regions or about 
90 percent of Ethiopia’s population of 77 million. A limitation of the survey is that it does not cover 
information for the remaining regions, in particular the pastoral areas. 
2. The RICS-Amhara was carried out as a complementary exercise, following models implemented by 
Tanzania, Sri Lanka, Nicaragua, Indonesia or Benin. Covering about 2,900 households, 760 
enterprises and 180 communities, it captures very detailed information for about one-half of 
Amhara’s population of 18 million. It covers both food secure and food insecure areas. Data can be 
matched with RICS-AgSS. It also covers the nonfarm wage sector in small rural market towns. The 
RICS-Amhara is considered as pilot exercise and is not representative at the national level. 
How reliable is the data? A technical manual prepared by CSA (2008b) in cooperation with the World Bank 
team documents methodologies and procedures. The manual also assesses the quality of RICS-Amhara. 
Household assets and basic demographic characteristics are compared with the Welfare Monitoring Surveys 
for 2000 and 2004. Such a comparison reveals a very close fit for selected indicators. After completing the 
interviews, based on their comparative experience, the enumerators where also asked to assess the quality 
of subjective constraints and sales levels reported by entrepreneurs. For some 95 percent of the sample, the 
enumerators believed that the answers are realistic.  
Qualitative field evidence complements the survey data throughout the report. Looking beyond pure survey 
data, background studies from Bakker (2007) as well as Muir and others (2007) provide detailed insights into 
sectoral constraints and rural livelihoods decisions in rural Ethiopia, thus verifying often perception-based 
constraints. In addition, drawing from a wide range of sources, Günther and Olapade (2007) comprehensively 
review the earlier evidence in the nonfarm sector for Ethiopia. 
Map 1: Coverage of the Ethiopia Rural Investment Climate Survey, 2007 
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 B. WHAT IS THE RURAL INVESTMENT CLIMATE? 
Assessing the economic environment of the poor 
29. A country’s ―investment climate‖ is its environment for private sector activity. 
The quality of the investment climate is determined by the risks and transaction costs of 
investing in and operating a business, which in turn are primarily determined by the legal 
and regulatory framework, barriers to entry and exit, and conditions in markets for labor, 
finance, information, infrastructure services, and other productive inputs. Governments 
influence the quality of their country’s investment climates through policies, institutions, 
and their relationship with the private sector. The quality of the investment climate is 
linked to poverty reduction by the impact of better investment climates on private sector 
activity, and thus on economic growth and employment. 
30. Investment climate refers to the opportunities and incentives for firms to invest 
productively, create jobs, and expand (World Bank, 2004a). Among others, the 
investment climate includes factors that are incentives or disincentives for starting and 
running a business, including financial services, infrastructure, governance, regulations, 
taxes, labor, and conflict resolution. The investment climate is recognized as important to 
improve output, employment, and enterprise productivity (Dollar and others, 2005), all of 
which hold the potential to stimulate employment growth and reduce poverty. Micro-
entrepreneurs in rural areas create jobs needed to increase income. They provide goods 
and services and often pay taxes needed to (partly) fund local investments, but the size of 
their contribution largely depends on the environment in which private business can 
operate. Both risks and barriers can undermine rural entrepreneurship, hence, it is 
important to understand the conditions necessary to develop rural nonfarm enterprises. 
31. The Ethiopia Rural Investment Climate Assessment (RICA) is among the first to 
take a comprehensive look at the—overwhelmingly informal—business environment in 
rural areas.
5
 The majority of Investment Climate Assessments (ICA) has not considered 
the heterogeneity of the investment climate across different areas and sectors. The 
standard approach is heavily biased toward registered (bigger) enterprises in the 
manufacturing sector, which are typically located in urban areas. Rural areas have lower 
population densities, making infrastructure and many services costly to maintain. 
Transaction costs are high, there are relatively more market failures, and the rural 
economy has distinct seasonality and employment patterns. Most important is that the 
rural population typically works on farms or in micro-enterprises. In Ethiopia, where 
some 85 percent of employment is in the rural areas, it is thus essential to conduct 
comparable analyses in rural areas. 
                                                 
5
 As part of a larger World Bank initiative, these piloting RICAs cover Sri Lanka, Nicaragua, Tanzania, 
Indonesia, Benin, and Ethiopia. Two related studies were also carried out in Bangladesh and Pakistan. An 
urban-focused ICA for Ethiopia was conducted by the World Bank in 2008. 
 
-12- 
Box 2: Complementarity of Rural and Urban ICAs 
In companion to the Rural ICA the World Bank also conducted a standard urban-focused ICA. Both 
assessments have different purposes. The Urban ICA looks at the business environment in 14 major urban 
centers, focusing on formal and bigger enterprises in the manufacturing and service sectors. The Ethiopian 
Development Research Institute conducted a survey of 610 enterprises in 2006. It also covers the urban 
informal sector in these cities, though with a small sample of about 120 firms. Compensating for a bias 
towards registered or bigger enterprises, the Rural ICA considers the trading sector and takes into 
consideration the heterogeneity of the investment climate across geographic areas. Data is from a large rural 
survey covering more than 14,000 households executed by CSA in four major regions. It considers welfare 
and food security effects. The Urban and Rural ICAs are largely complementary, as evidenced in the figure 
below.  
The Rural ICA finds that the rural 
enterprise sector is sizeable and 
economically significant. This is contrary to 
the common belief that there is no 
diversification beyond agriculture in rural 
Ethiopia. Though agriculture is the 
dominant source of income and nonfarm 
activities are mostly low return, about 25 
percent of rural households are engaged 
in some sort of entrepreneurial activity, For 
about 8 percent of rural households, 
nonfarm enterprises income is relatively 
more important than agriculture. On 
average, nonfarm enterprise profits 
account for 42 percent of total income 
among households owners that run an 
enterprise. Moreover, households with 
nonfarm enterprises are more likely to be 
food secure. The sector is particularly 
important for women. Most enterprises 
engage in trading agricultural 
commodities. 
The Urban ICA finds that the investment 
climate in Ethiopia has improved over the 
past 5 years (World Bank, 2009). 
Nonetheless, productivity levels remain 
low when compared with peer groups, and 
Ethiopian products remain uncompetitive 
in international markets. The Urban ICA 
suggests that productivity is held back by a 
number of structural and economic factors 
that combine to make the economy less 
flexible and responsive. Beyond efficiency 
at the firm level, enterprises in urban 
Ethiopia appear to be inefficient in its 
allocation of resources across firms. The 
financial sector, land policies, industrial 
policy, patterns of inter-firm contracting, 
and the state of market institutions 
contribute to a lack of flexibility. These 
factors appear to limit competition in such 
a way that the most productive urban 
enterprises cannot systematically increase 
their market shares.  
The informal sectors are the fastest growing segment of the private sector, due to the flows of labor from rural 
to urban Ethiopia and the absence of alternative ways to generate incomes. A naïve look at perceived 
business constraints in the informal urban sector in 14 major cities and several rural market towns with up to 
10,000 habitants reveals illustrative findings. In major urban areas of Ethiopia, informal entrepreneurs feel 
constrained about access to finance, land and taxes. In rural areas and small towns informal firms lack 
market demand, and feel constrained by access to finance and a variety of infrastructure services. 
 
 
Figure E1: Relationship between Rural and Urban ICAs 
 
Rural ICA
Urban ICA
Urban
Formal
Informal
Rural
 
Figure E2: Ethiopia – Informal Sector Urban vs. Rural 
Business Constraints, 2006-2007 
 
0
5
10
15
20
25
30
35
40
M
ar
ke
ts
Fi
na
nc
e
Tr
an
sp
or
t
W
at
er
G
ov
er
nm
en
t
E
le
ct
ric
ity
La
bo
r
Te
le
co
m
m
un
ic
at
io
n
Te
ch
no
lo
gy
Ta
xe
s
R
eg
is
tra
tio
n
S
af
et
y
La
nd
(U
nf
ai
r) 
C
om
pe
tit
io
nP
e
rc
e
n
t 
o
f 
fi
rm
s
 r
e
p
o
rt
in
g
 m
a
jo
r 
c
o
n
s
tr
a
in
ts
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
  
 
to
 o
p
e
ra
tio
n
s
 a
n
d
 g
ro
w
th
Urban Informal Rural Remote Rural Town
 
Source: 2006/7 RICS-Amhara; 2006/07 PICS for 14 major cities. 
Numbers are illustrative and are not nationally representative. 
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Understanding constraints of rural enterprises  
32. Both supply and demand constraints affect rural nonfarm enterprises. In Ethiopia, 
demand constraints for rural enterprises are mainly related to agriculture. Profits from 
agricultural production, income earned from nonfarm enterprises, and demand generated 
outside the rural economy can all contribute to effective demand for the goods and 
services produced by rural entrepreneurs. Which of these sources of demand is the most 
important depends on the local environment and the degree of development in which the 
enterprise operates. A virtuous cycle of development can arise through the interaction of 
farm and nonfarm activities (Evans, 1992). Agricultural and nonfarm activities are linked 
in several ways—through consumption (demand for final products), production 
(backward and forward supply of inputs among businesses), finances (remittance and 
savings channeled through urban institutions), and labor market links. 
33. On the supply side, a wide variety of factors determine the ability of rural 
enterprises to produce goods and services. Supply constraints also affect the cost of goods 
and services that may include the state of local infrastructure, ability to access finance 
and the cost of doing so, cost and quality of labor, quality of the local regulatory 
environment, and extent of competition, knowledge of market opportunities, and stability 
and security in the area. If enterprises use old and highly labor-intensive technologies to 
deliver goods and services, unit costs can be high and productivity low. Under such 
circumstances, it is only profitable for enterprises to serve a local clientele because of 
high transaction costs. 
34. What is the role of the investment climate in this context? First, private 
entrepreneurs are needed in the creation of the beneficial links between the nonfarm 
economy and local farmers, for example, through agricultural input and output markets. 
However, unjustified risks, transaction costs, or other barriers to business operations can 
undermine rural entrepreneurship. Second, the investment climate not only affects rural 
nonfarm entrepreneurs but also farm activities. For example, poor access to rural finance 
and infrastructure hits both farm and nonfarm activities. This RICA may therefore be 
useful in a broader context. Assessing the economic opportunities and constraints of rural 
firms sheds light on the general factors pertinent to poverty and rural development. This 
assessment can help to prioritize rural investments. 
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B. 
Box 3: What is The Rural Nonfarm Sector? Definitions 
 
Nonfarm activities include all economic activities in rural areas except agriculture, livestock, fishing and 
hunting. Processing of farm products and then selling them is defined as nonfarm activity. The nonfarm 
sector thus includes all secondary and tertiary activities independent of their scale and technological 
sophistication. Nonfarm activities can be full or part-time, formal or informal, and of seasonal or periodic 
character. Nonfarm activities can take place at home, a specific business location, or be performed by 
itinerant traders. Unpaid production of goods and services for home consumption and unproductive 
economic activities such as begging and gambling are excluded.  
 
A technical manual explains these and other definitions in more detail (CSA 2007b). Due to extensive 
training of the enumerators and through the provisions of an indicative example list for different type of 
nonfarm activities, no major difficulties were encountered in correctly identifying and distinguishing nonfarm 
activities during the fieldwork of the RICS. 
 
Nonfarm sector Agricultural sector 
Self-employment             
(small enterprises) 
 
RICS-AgSS 
RICS-Amhara 
Self-employment             
(small farms) 
 
 
Wage employment 
(hired nonfarm labor) 
 
RICS-Amhara 
Wage employment 
(hired farm labor) 
 
 
 
 
 
“Off-farm” employment (outside own farm) 
 
 Self-employment farms 
Self-employment enterprises 
Wage-employment enterprises 
Wage-employment 
farms  
 
An important distinction is between self- and wage-employment. Nonfarm activities include both self-
employment (firms) and wage-employment (hired labor). The main focus of the RICS-AgSS is on nonfarm 
enterprises, which excludes wage employment in the nonfarm sector. The RICS-Amhara compensates for 
this information gap. Information on nonfarm wage employment is collected but tends to be very small. An 
important consideration is that households typically earn income from multiple sources. Therefore, 
households relying predominantly on agricultural income can engage in the nonfarm sector, even though 
the scope of the activity is small. 
 
This report does not use the term “off-farm” employment. It is sometimes used in agriculturally focused 
studies. Sometimes the term is also confused with or used as a synonym for the nonfarm sector. Off-farm 
employment typically means employment “outside the owner’s farm” and includes nonfarm self-
employment, nonfarm wage employment, and agricultural wage employment. Nonfarm employment is thus 
smaller than off-farm employment.  
 
The official definition of “rural” is very narrow in Ethiopia. It typically includes population settlements below 
a threshold of 2,000 habitants. This official definition is also used in RICS. This is relatively low compared 
with many other countries, where official definitions often refer to concentrations of some 5,000-25,000 
people. Moreover the rural definition in Ethiopia is not always strictly used. For example, in special cases, 
population settlements that include an important market, school or serves as administrative capital may 
well be classified as urban, even though the population density is much below 2,000 habitants.  
 
The rural nonfarm sector tends to be underestimated. This is because many activities are typically 
concentrated among small rural towns that according to the official definition are classified as urban. The 
urban definition in Ethiopia is thus rather broad and includes population groups that in other countries could 
well be classified as rural. To correct for this bias (and because of important functional linkages between 
small towns and surrounding rural areas) the RICS-Amhara includes on a pilot basis small market towns 
with a population size of up to 10,000 habitants. This allows a unique distinction between rural areas and 
small towns in the Amhara region. 
 
 
 
 
 
 
 
-15- 
C. SNAPSHOT OF ETHIOPIA’S RURAL ECONOMY 
Recent increase in agricultural growth 
35. Ethiopia is one of Africa’s largest countries with about 77 million people. 
Ethiopia has among the highest dependence on agriculture of any country in the world. 
Ethiopia’s agricultural sector is a major contributor to the economy and is central to food 
security and poverty reduction. Agriculture accounts for an estimated 44 percent of 
national gross domestic product (GDP), almost 86 percent of exports, and 80 percent of 
employment. Nearly 90 percent of the poor depend on agriculture for their livelihood. 
Additionally, agriculture determines the country’s overall food security at an aggregate 
level and is crucial for reducing the food deficit for an estimated 12 million people who 
are chronically or transiently food insecure. 
36. According to official data, 
Ethiopia has made some impressive 
development gains in the past few 
years. This data suggest that GDP 
growth averaged 11.6 percent while 
agriculture has grown on average by 
13 percent between 2003/04 and 
2007/08 (Figure 1). Economic growth 
has raised the living standard of 
millions of people from a very low 
base. The official poverty headcount 
ratio has declined from an estimated 
44 percent in 1999/2000 to 38 percent 
in 2004/2005, and may have continued 
to fall given the high levels of growth.  
37. The Government’s commitment to agricultural development is reflected in its 
emphasis on agriculture in the budget. Including rural infrastructure, expenditure for 
agriculture and rural development has been around 25 percent of total spending, one of 
the highest shares in the world. As a result, the country’s physical and social 
infrastructure has expanded rapidly: over the past seven years, the federal paved road 
network has increased by 43 percent, power generation capacity has nearly doubled, 
primary school enrollment has increased from 5.2 million to 13 million, and most health 
indicators have shown steady improvements. According to official data, recent growth of 
the agriculture sector, supported by several consecutive years with good weather, has 
been the driving force behind Ethiopia’s growth performance. 
38. The recent growth in agriculture, although impressive, is from a low base. 
Ethiopia’s agricultural sector thus continues to be of subsistence nature. Land is 
fragmented, often highly degraded and predominantly rain-fed. Smallholder and 
subsistence-oriented farmers continue to produce over 98 percent of the agricultural 
output. Small and fragmented farm sizes, coupled with low-level technology and soil 
degradation have reduced the capacity of small farmers to undertake long-term 
Figure 1: Ethiopia – Agricultural and Overall 
GDP Growth, 2001/2-2008/9 
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investments and innovation. As employment opportunities within agriculture are unable 
to keep up with growth in the labor force, there is a widely recognized need for 
diversifying rural incomes.  
39. The government’s primary focus in its approach to rural development has been on 
the intensification of agricultural production within the context of the Agricultural 
Development-led Industrialization Strategy (ADLI). More recently, however, as 
elaborated in PASDEP, the rural development strategy is broadened beyond the initial 
focus on agricultural intensification with recognition, though little sustained action, of the 
need to stimulate nonfarm growth. 
 
Box 4: How Big is the Rural Nonfarm Enterprise Sector? Contribution to Income 
Accurate estimates of household income are difficult to attain in any survey and no less so in the RICS. 
Indeed, the CSA has recently ceased providing income data from its Household Income, Expenditure and 
Consumption Survey (HIECS) and Welfare Monitoring Survey (WMS) due to concerns over reliability. 
However, several approaches were taken during the preparation of the RICA which all provide a similar 
estimate. 
1. The RICS-AgSS survey in four rural regions asked all households who had an active enterprise 
about their monthly sales revenue, their monthly operating costs, and what percent of total 
household income during the most recent year was from the enterprise's total sales. This showed 
that enterprise net income contributed 42 percent of total income among households that run an 
enterprise.  
Given a participation rate of 25 percent, this implies contribution to total rural household income of 
just over 10 percent. 
2. The RICS-Amhara survey asked for details of annual income from a full range of sources 
including sales of agricultural produce, wages and salaries, social benefits, gifts and remittances, 
and enterprise sales income net of operating costs. This showed that net enterprise income 
contributed 44 percent of total income among households that run an enterprise.  
In the Amhara region, which has below average participation, nonfarm enterprise income 
represents just less than 9 percent of total household income. 
3. The most recent data on rural household income sources comes from the 2008 Ethiopian 
Agricultural Household Marketing Survey (EAHMS). Early results suggest nonfarm self-
employment contributed almost 13 percent of rural household income in 2008. Comparison of the 
latest data with the latest HIECS / WMS for which data is available shows that the nonfarm 
enterprise’s contribution to income has grown in recent years.  
Table 1: Ethiopia – Average Share of Rural Household Income by Source, 2000 and 2008 
Agriculture 
 
Non-farm self 
employment 
Non-farm wages 
and salaries 
Remittances Other (including 
public sector) 
2000 2008 2000 2008 2000 2008 2000 2008 2000 2008 
74.9 72.7 9.1 12.8 4.9 3.6 3.9 1.5 7.1 9.4 
Note: Other include rent income, pension and insurance income and any other source not 
included in the labeled categories, including public sector wage labor income. Data for 2008 is 
representative for Tigray, Amhara, SNNP and Oromia only. 
Moreover, it shows that nonfarm self-employment income makes the second largest contribution 
to household income after agriculture (72.7 percent), with nonfarm wage employment, 
remittances, and other sources including public sector wages accounting for the remainder.  
Taken together, these data point to a plausible estimate for the contribution of nonfarm enterprise income 
to total rural household income of at least 10 percent. 
Source: RICS-AgSS, RICS-Amhara, HIECS / WMS 2000, EAHMS 2008. 
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Shift from food aid to cash transfers; and rural cooperatives 
40. Addressing structural sources of chronic food insecurity requires long-term 
interventions. Given the high levels of chronic food insecurity in Ethiopia, and following 
a severe drought in 2002/2003, the Government developed the New Coalition for Food 
Security, a long-term policy framework for reducing hunger and food insecurity in 
Ethiopia. As part of this initiative, it launched the Food Security Program, which 
combined a series of complementary interventions designed to enable food insecure 
households to acquire sufficient assets and income to ―graduate‖ out of food insecurity 
and improve their resilience to shocks. The shift from food aid to cash transfers is an 
essential part of the Government’s strategy. The Government decided that an alternative 
to food aid was needed to support the consumption needs of chronic, predictably food-
insecure households, as well as to address some of the major underlying causes of food 
insecurity.  
41. The Government started implementation of an employment-based Productive 
Safety Net Program (PSNP) in 2004/2005. The PSNP replaced the emergency 
humanitarian appeal system as the chief instrument for assisting chronically food-
insecure people in rural Ethiopia. It was scaled up to reach 7.3 million people. The PSNP 
provides cash and in-kind resources to chronically food insecure households, largely via 
wage labor-intensive public works. The focus of the public works program is on soil and 
water conservation activities, developed within an integrated watershed management-
planning framework. 
42. Another important recent development supported by the Government is that of 
farmers’ cooperatives and their amalgamation into cooperative unions. The 
Government’s aim is that cooperative services are extended throughout the country to 
supply inputs to smallholders and market the output. The support for cooperatives has 
been in place since 1994, but received renewed attention in the last few years. As of 
2005-06 cooperative coverage was already estimated at 35 percent of all Kebeles
6
. Given 
the strong government support, the number and membership of cooperatives have grown 
rapidly since then. The cooperatives are serving to amalgamate smallholders for purposes 
of finance and marketing of inputs and outputs.  
                                                 
6
 The fourth administrative layer in Ethiopia. 
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D. RECENT ECONOMIC SHOCKS 
43. In early 2008 Ethiopia was 
hit hard by the global food crisis, and 
possibly had one of the highest food 
price inflation rates in Africa. The 
high food price inflation is mainly 
attributed to the sharp rise in the 
cereal prices (Figure 3). The overall 
consumer price index (CPI) inflation 
rate reached a historical peak of over 
60 percent in July 2008, before 
falling sharply to -3.9 percent by 
August 2009 (Figure 2). Due to 
accompanying macroeconomic 
imbalances, such as the lack of 
foreign exchange and pressure on the 
balance of payments, Ethiopia has faced a deeper crisis than many other countries in the 
Africa region. 
44. The food crisis 
fundamentally revealed that 
Ethiopia’s impressive official growth 
rate has not removed the long-
standing problem of pervasive food 
insecurity, the absence of alternative 
sources of income other than 
agriculture to diversify risks, and 
may point to structural weaknesses 
of the economy, in particular its 
severe vulnerability to price shocks. 
As food accounts for 57 percent of 
total household consumption 
expenditure, high food prices have 
during 2007-2008 caused severe hardship for the people, especially the most vulnerable 
segments of the population (Loening and Oseni, 2008).  
45. The question of how to achieve rural income diversification is likely to become 
increasingly important. As the Ethiopian economy develops, with higher productivity and 
better performance in agriculture, the nonfarm sector will also grow and become 
increasingly important as an alternative employer of labor and source of livelihood in 
rural areas. This suggests the policy priority should not be ―either agriculture or the 
nonfarm sector‖ but a balanced approach focusing on the spillovers between the sectors, 
particularly consumption linkages. This will include ensuring rural nonfarm enterprises 
are not constrained in responding to new opportunities by the rural investment climate.  
Figure 3: Ethiopia – CPI Growth, July 1998 to 
August 2009 (y/y changes) 
 
Source: calculations based on CSA data. 
Figure 2: Ethiopia – Decomposition of CPI 
Growth, January 1999 to August 2009 (y/y 
changes) 
 
Source: calculations based on CSA data. 
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2. SIZE AND BASIC CHARACTERISTICS OF THE  
RURAL ENTERPRISE SECTOR 
A. OVERVIEW 
46. Ethiopia’s nonfarm enterprise sector is sizable and significant. Women are 
important actors in the sector. Nonfarm enterprise activity is highly seasonal and 
complementary to agriculture. For a small minority, often women, it is a crucial 
alternative to agriculture. 
B. THE NONFARM ENTERPRISE SECTOR 
47. Ethiopia’s nonfarm enterprise sector is sizable and significant. About 25 percent 
of rural households participate in the nonfarm enterprise sector. There are differences in 
participation rates across regions. The percentage of households participating ranges from 
only 20 percent in Amhara to 37 percent in the SNNP. Nonfarm enterprise profits 
account on average for 42 percent of total income among households that run an 
enterprise. The majority of nonfarm enterprises are run part-time, either in parallel with 
agriculture, or periodically as a substitute for agriculture. Less than 3 percent of rural 
households rely exclusively on income from nonfarm enterprises. 
Table 2: Ethiopia – Rural Enterprise Participation Rates and Contribution to Income, 2007 
(percent) 
Category Tigray Amhara Oromia SNNP Total 
Households owning nonfarm enterprise 22 20 23 37 25 
    Male households owning enterprise 18 12 13 25 15 
    Female households owning enterprise 29 35 42 52 41 
Enterprise as sole source of income            
(no income from agriculture) 
  2   2   3   2   3 
Enterprise as major source of income 
(agriculture being less important) 
19 7 10   6   8 
Estimated enterprise profits to 
household income (owners) 
40 44 46 38 42 
Source: 2006/7 RICS-AgSS. 
 
     
48.  The relatively high level of participation in nonfarm activities is somewhat 
surprising. The conventional wisdom, based on limited data, was of little diversification 
beyond agriculture in rural Ethiopia (Günther and Olapade, 2007). Although some small 
studies have found participation in nonfarm enterprise activities to be in the region of 30 
percent, the most comprehensive survey prior to the RICS found a participation rate of 9 
percent (MOLSA, 1997a). Not only is participation higher than previously thought, it is 
comparable with the average across Africa, estimated to be 20-25 percent in terms of 
simple participation (Haggblade et al, 2007). Moreover, the total participation rate is 
probably an underestimate because the RICS sample excludes the pastoral regions, and 
with the exception of the Amhara region, does not cover small rural towns, which are 
conventionally classified as urban in Ethiopia.  
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49. Women are important actors in the sector. Female-headed households own nearly 
one-half of all enterprises. Yet, women head only one-fourth of the households. This 
implies that almost every second household headed by a woman operates a nonfarm 
enterprise, while only about 1 in 6 households headed by men own a nonfarm enterprise. 
Furthermore, nonfarm enterprise income tends to be more significant as a share of total 
income for female-headed households. They are more likely to engage in nonfarm 
enterprise as a primary activity. Women tend to work in nonfarm activities because they 
face constraints in other domains, especially agriculture, and not necessarily because they 
are well positioned to exploit profitable market opportunities. More details on gender 
differences are given in the subsequent chapter.  
Box 5: What is new? A Guide to the Evidence on Informal Rural Enterprises in Ethiopia 
 
The Ethiopia Rural ICA is probably one of first studies to systematically look at Ethiopia’s nonfarm sector 
and small informal enterprises in rural areas. Günther and Olapade (2007) extensively review more than 
50 publications on Ethiopia’s rural labor market over the past decade, covering formal publications, 
reports from development and government agencies, and several doctoral and master theses. Their 
main finding are inconclusive. Neither the size nor basic sectoral patterns are known. Much of the 
evidence comes from experimental surveys in selected Weredas. In addition, income data yields 
inconclusive results. A few pieces, though outdated, stand out: 
 
 The Ministry of Labor and Social Affairs (MOLSA) conducted a pilot  wage and nonfarm-labor survey 
in 1996. The subsequent report documents empirical findings (MOLSA 1997a) and focuses on 
appropriate nonfarm technologies in Ethiopia (MOLSA, 1997b). 
 Woldehanna’s (2000) doctoral thesis provides an in-depth analysis of a few Weredas in Tigray. 
Though based on a small and non-representative survey, it is a groundbreaking empirical analysis 
for Ethiopia. 
 Pernille Sørenson (2003) on food security and Jonathan Baker (1986) on anthropological aspects of 
rural-urban linkages provide excellent qualitative analyses for the Amhara region. Mulat Demeke 
(2001) has focused on policy aspects of income diversification. 
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C. ENTERPRISE ACTIVITIES AND CHARACTERISTICS 
50. Trading, in particular in agricultural commodities, is the dominant activity. In all 
regions surveyed, except Amhara, more than half of the enterprises are in the trade sector, 
followed by manufacturing and lastly services. In Amhara, most enterprises are in 
manufacturing, closely followed by trade. Trade is heavily dominated by retail sale via 
stalls and markets and the retail sale of food and beverages, followed by wholesale trade 
in agricultural products. Wholesale trade, however, contributes not more than 6 percent 
of all nonfarm trading activities.  
Table 3: Ethiopia – Composition of Rural Enterprise Sector, 2007 (percent) 
Sector Tigray Amhara Oromia SNNP Total 
Manufacturing  30 43 35 32 36 
   Food, beverages, brewing, distilling 13 20 23 17 19 
   Grain milling   3   1   1   1   1 
   Other manufacturing 13 22 12 14 15 
Trade 56 41 52 58 51 
   Wholesale trade 10 4 4 8 6 
   Retail trade via stalls and markets 19 22 25 31 26 
   Other retail trade 
 
28 15 23 19 20 
Services  14 16 13 11 13 
   Hotels and restaurants   7   6   5   6   6 
   Transport services >1   1   1 >1   1 
   All other services    7   9   8   4   7 
Source: 2006/7 RICS-AgSS. 
  
51. The main manufacturing activity is home brewing and distilling of alcohol, 
followed by the textile businesses, mainly dominated by weaving. In the service sector 
the sale of food and beverages dominates, as one-half of services are composed of hotel, 
restaurant and bar services; followed by community services, such as sewage, disposal, 
and sanitation activities; transportation; and hairdressing.  
Table 4: Ethiopia – Selected Enterprise Characteristics, 2007 (percent) 
Characteristics Tigray Amhara Oromia SNNP Total 
Firm age 6.3 7.4 5.8 5.6 6.1 
Average number of workers 1.7 1.3 1.4 1.5 1.4 
1 employee 71 77 73 69 73 
2 or 3 employees 26 22 26 29 26 
4 to 9 employees   3  >1    1   2    1 
10+ employees >0.1 >0.1 >0.1 >0.1 >0.1 
Source: 2006/7 RICS-AgSS. 
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52. Most enterprises are young and 
small. About ¾ of all enterprises are 
one-person firms while the remaining 
¼ employ only two or three workers. 
Only one percent of all enterprises 
employ more than three workers. The 
likelihood of owning an enterprise 
rises with education up to 5 years of 
schooling, which is considerably 
higher than the average. 
53. Few enterprises operate on a 
full-time basis. Nonfarm enterprises 
are set up primarily as a complement 
to agriculture, providing an alternative 
source of income in periods when the 
level of activity in agriculture is low. 
More than 95 percent of enterprises are 
owned by a sole proprietor. Only 3 
percent are registered with any 
government office (CSA, 2008a). 
Bigger enterprises, however, are more 
likely to be registered compared to 
smaller ones.  
54. Economic activities are highly 
localized. Enterprises tend to be 
located in, or close to, the community 
where the individual owner lives 
(Figure 4). Local consumers or passers-by are the most important customers for more 
than 40 percent of the firms. 
 
Box 6: Getachew, a Rural Manufacturer of Household Items Living by the Roadside 
Getachew is married, has one son and lives in a rented place. He works alone but his wife is also active in 
business: she sells local beer at home. Six months ago, he moved to the area and started manufacturing 
household items: small containers and charcoal stoves, produced from metallic iron scraps and old 
containers. He has a prime location for selling his items, as he is located along a main transport road. He 
has no working premises and does his work “under the sun” in an open space. Given the fact that he sells 
his products at the same place where he produces them, there are no additional transport costs. He uses 
only small hand tools, as he does not have any machine. Raw materials are brought from about 270 km 
away.  
He is the only supplier of those kinds of products in the area. His customers are villagers and people who 
are passing by for marketing and other purposes. Sometimes people buy on a credit basis. As he has a very 
small capital, he was not requested by local authorities to get a license and he does not need to pay any 
taxes. His business is profitable and he has the idea of expanding. He thinks 3,000 Birr would be enough to 
scale up his business, allowing him to buy tools and produce more. However, none of the existing credit 
sources are available to him. Private moneylenders charge very high interest rates (10 percent per month). 
A group loan was not an option as he is new to the area and therefore is not easily accepted. 
Source: Bakker (2007). 
Figure 4: Ethiopia – Localized Nature of 
Business, 2007 
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Nonfarm enterprises are often complementary to agriculture 
55. Enterprise activity is highly 
seasonal. As indicated, the majority of 
nonfarm enterprises are run as a 
complementary activity to agriculture 
either in parallel with agriculture, or 
periodically as a substitute for 
agriculture. Therefore seasonality is a 
sign of the close countercyclical 
interaction between agricultural and 
nonfarm activities. Figure 5 shows that 
activities peak during the month of 
October until December, dropping to 
their low point during the planting and 
harvesting seasons. On average, some 44 
percent of households with nonfarm 
enterprises operate them on a highly seasonal basis, and a further 19 percent only operate 
their enterprise during the three peak months per year.  These numbers indicate that 
enterprises are dormant over long periods. 
56. Policies to promote rural income diversification in Ethiopia needs to take into 
account theses seasonal patterns. They have a significant impact on the incentives and 
capabilities of households to engage in nonfarm activities. This is because seasonality 
may act as a constraint to rural enterprise growth: firms may experience an ebb and flow 
of workers that hampers continuity and ability to upgrading skills. Moreover, as it is often 
not worthwhile or risky to establish the business on a permanent basis, seasonal demand 
fluctuations can drive entrepreneurs into informality. Finally, and here in particular in the 
manufacturing and construction sectors, seasonality often implies an additional need for 
short-term capital, which cannot be easily met. 
57. Enterprise participation and characteristics varies across and within regions. The 
proportion of households participating in the sector ranges from 20 percent in Amhara to 
37 percent in the SNNP region, but exceeds 50 percent in the Burji and Gedeo zones in 
Oromia. Enterprise is the most important source of household income for 19 percent of 
households in Tigray, which has a relatively low overall participation rate of 22 percent.  
 
Figure 5: Ethiopia – Nonfarm Seasonality, 2007 
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 Map 2: Ethiopia – Nonfarm Enterprise Participation Rates by Geographical Zone, 2007 
 2007 
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3. GENDER DIFFERENCES IN ENTERPRISES 
CHARACTERSITICS 
A. OVERVIEW 
58. Women play a very important role in Ethiopia’s nonfarm enterprise sector. 
Nonfarm income diversification is especially important when women do not have 
sufficient access to agricultural land, or are widowed or divorced. Women are more likely 
to be engaged in nonfarm activities than men, especially in small towns. Women tend to 
take-up nonfarm activities because they face constraints in other domains, especially 
agriculture, and not necessarily because they are well positioned to exploit market 
opportunities. By contrast, men are better able to exploit complementarities between 
nonfarm activities and agriculture. Activities which women engage in are often limited, 
and typically concentrated in low-profitability sectors requiring little training and skills. 
B. BASIC CHARACTERISTICS 
Women are more likely to participate in nonfarm activities than men 
59. There are important gender differences in the propensity of engaging in nonfarm 
enterprises. Female-headed households are much more likely to rely on nonfarm 
enterprises as the only or an additional source of household income. Overall, more than 
40 percent of female-headed households report a nonfarm activity, while only 17 percent 
of male-headed households do (Table 2). Furthermore, more than 5 percent of female-
headed households report a nonfarm activity as the only activity compared with less than 
1 percent of male-headed households.  
60. A reason for the high participation of women in nonfarm employment is that work 
roles are often segregated according to sex. Men are traditionally responsible for 
agricultural tasks, such as plowing and cutting seeds. Women perform a wide variety of 
agricultural tasks, such as weeding, preparing and carrying manure, helping with 
harvesting, grinding seeds, vegetable growing and the management of small livestock – 
but they do not undertake plowing, which is reserved for men. As a result, it can be very 
difficult for unmarried, divorced or widowed women to be independent farmers. Single 
women therefore need to generate additional income through nonfarm activities in their 
own community, or migrate to rural towns. 
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Women tend to concentrate in activities with low earnings 
61. There are also important gender differences in the type of nonfarm activities 
(Table 5). For example, the production and sale of alcohol is a typical female activity. 
Women also predominate as owners of bars, hotels, and restaurants, but working in such 
establishments requires regular contacts with a male clientele. Generally, only 
independent (unmarried, divorced, or widowed) women can undertake these activities. 
Men, on the other hand, are more active in retail trade, an activity that implies higher 
mobility.  
Table 5: Ethiopia – Distribution of Nonfarm Enterprises by Sector, Region, and Sex, 2007 (percent) 
 Tigray Amhara Oromia SNNP 
Sector of enterprises Men Women Men Women Men Women Men Women 
Manufacturing of food 4 >1 4 1 2 3 1 5 
Manufacturing of alcoholic beverages >1 40 3 30 7 31 2 41 
Manufacturing of textiles 9 12 20 9 7 3 8 5 
Other manufacturing 3 3 10 9 8 9 7 7 
Wholesale 10 >1 9 1 4 2 11 5 
Retail 65 25 46 32 59 43 61 28 
Restaurants 3 16 1 11 1 8 4 9 
Other Services 5 6 7 7 12 2 7 >1 
Source: 2006/7 RICS-AgSS.         
 
62. The composition of women’s nonfarm enterprise activities is similar across 
regions. There are not large differences across regions in either the composition of 
nonfarm activities or the relative importance of these activities for women and men. 
Women are disproportionately represented in the manufacturing of alcoholic beverages 
such as beer and araqé.
7
 Men are disproportionately represented in wholesale and retail 
trade. However, the percentage of women who engage in retail is not insignificant, 
particularly in Oromia.  
63. Women tend to concentrate in activities with relatively lower revenues than those 
of men. The manufacturing of alcoholic beverages, accounting for one third of women’s 
nonfarm activities, has the lowest median sales. Women also earn less revenue than men 
do within the same sector (Table 6). In retail trade, a sector that accounts for more than 
one-half of men’s employment, men’s median sales are three times larger than those of 
women (Bardasi and Getahun, 2008). In the restaurant sector, with a prevalence of 
women, the median sales of women’s enterprises is one fourth of men’s. Overall women 
are disproportionately found in lower revenue activities and earn less within the same 
sector. 
                                                 
7
 Araqé is a homemade distilled drink originating in the highland areas, based on germinated grains. The 
preparation of araqé is labor-intensive. 
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Table 6: Ethiopia – Median Enterprises Sales by Sector and Sex of Owner, 2007 
(Birr/month) 
Sector All Men Women 
Ratio 
women/men  
Manufacturing of food 629 812 214 0.26 
Manufacturing of alcoholic beverages 110 142 92 0.65 
Manufacturing of textiles 136 179 39 0.22 
Manufacturing of other 185 311 59 0.19 
Wholesale 847 844 471 0.56 
Retail 546 703 235 0.33 
Restaurants 310 611 160 0.26 
Other Services 176 216 57 0.26 
Source: 2006/7 RICS-AgSS.     
 
64. Male and female-headed households start rural nonfarm enterprises for similar 
reasons. Moreover, the patterns of start-up motives are similar across all four major 
regions in Ethiopia. But men and women differ with respect to the options available. 
Lack of access to agricultural land is more important for women. Less women consider 
agricultural income attractive as a means to invest in nonfarm enterprises. Some 43 
percent of women were ―pushed‖ into nonfarm activities by factors such as low or 
volatile agricultural income, rather than being ―pulled‖ by profitable opportunities (see 
Table 7 for categorization of push and pull factors). Although this percentage is slightly 
higher than for men, what is striking is the high percentage of both men and women 
engaged in nonfarm activities because of constraints they experienced elsewhere, most 
notably in agriculture. Overall, agriculture is the sector of choice of both men and 
women, but nonfarm activities complement agriculture when the returns from this sector 
are lower than expected.  
Table 7: Ethiopia –Reason for Enterprise Start-up by Sex of Head, 2007 
(percent) 
Reasons for enterprise start-up  
Men-headed 
households 
Female-headed 
households 
Push    
Household lost wage earnings  1.1 2.7 
No access to agricultural land  9.3 13.4 
Low or volatile agricultural income  29.0 27.3 
Pull     
Means to invest agricultural earnings  50.3 43.6 
Markets opportunity  3.4 3.1 
Other    
Support from NGO or cooperative  >0.1 0.3 
Advice from relatives/friends  3.5 2.0 
Social and economic independence  1.9 1.3 
Other   1.4 6.4 
Source: 2006/7 RICS-AgSS.  
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65. The type of engagement of men and women in nonfarm activities and the 
characteristics of women and men’s activities are similar across Amhara, Oromia, SNNP 
and Tigray (Bardasi and Gethahun, 2008). The following section will use information 
from the RICS-Amhara for a more detailed analysis, which also allows directly 
identifying the sex of the owner (rather than relying on the sex of the household head). 
These two characteristics more than compensate for the disadvantage of a narrower 
geographical focus. The evidence presented so far indicates that the reality that we are 
going to describe for Amhara with respect to men’s and women’s engagement in nonfarm 
activities is similar in the other Ethiopian regions. 
 
C. GENDER DIFFERENCES FOR THE AMHARA REGION 
66. Women in Amhara are more likely to be engaged in nonfarm activities than men8. 
This finding is similar to national patterns. But for women nonfarm enterprises are more 
likely to be the only activity (Table 8). Almost 50 percent of women who participate in 
the nonfarm enterprise sector have the activity as their only activity. In comparison, 63 
percent of men with a nonfarm activity have it as their secondary activity besides 
agriculture. Thus, it appears that men more than women are able to exploit 
complementarities between nonfarm activities and other activities. Men are more likely to 
engage in a nonfarm activity when they see an opportunity to diversify. 
Table 8: Amhara – Importance of Nonfarm vs. Agriculture Employment by Sex, 2007 
(percent) 
Of those engaged in nonfarm activities Men Women All 
Nonfarm employment is the only activity 29.0 46.5 38.9 
Nonfarm is more important than agriculture 5.1 19.1 13.0 
Nonfarm is less important than agriculture 63.2 30.2 44.5 
Nonfarm and agriculture are equally important 2.8 4.3 3.7 
Source: 2006/7 RICS-AgSS. Sample includes all individuals aged 10+ who are employed. 
                                                 
8
 Participation rates differ from previous chapters where household nonfarm participation is considered. In 
this chapter, in order to understand gender differences, individual participation rates are calculated. 
Box 7: Mintiwab, a Student Selling Spices in the Market 
Mintiwab is a full-time student in 9th grade. Mintwab’s father was a teacher and died six months ago. There 
are three children in the family. She helps her mother in the market when she does not have classes. They 
trade in three market places in the Wereda and also at home, despite the fact that they have no separate 
shop there. In the market, Mintiwab has a plastic shade. Since there are not many spice traders, she 
typically has good sales. A problem is that the spice is brought from up to 180 km away and transport costs 
are high. Mintiwab’s mother has traded spices since 1991 and uses credits from different sources. She 
started the business when she saw that many people, particularly husbands, were dieing and leaving 
families facing problems. She was very concerned about what would happen to her family when the same 
fate would happen to her. 
Source: Bakker (2007). 
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Box 8: Why is Female Participation in Nonfarm Employment so High in Rural Towns? 
 
Being a woman head of household increases the probability of being engaged in nonfarm activities. 
Using regression analysis, Bardasi and Gethahun (2008) find that being a woman has a positive and 
significant impact on nonfarm participation in the four zones surveyed through RICS-Amhara. The 
gender effect is very robust, as it does not disappear even when controlling for a large set of personal, 
household, and area characteristics. In particular, the gender effect varies in relation to the marital 
status. Women with limited access to land and who are separated or divorced also have a significantly 
higher probability of engaging in nonfarm activities than other women. The biggest effect occurs when 
women are located in rural towns.  
 
In his seminal work on rural-urban interactions, Baker (1986, 1990) notes that one of the most salient 
features in Ethiopia is that women outnumber men in almost all small towns. This is because of 
significant migration from the countryside. While the causes for rural migration to small towns are 
multiple, a fundamental source of rural-urban female migration in Ethiopia is related to access to land 
and marriage. In the case of divorce or widowhood, females are often forced to migrate to small towns 
because of limited opportunities in agriculture for single adult households, often related to cultural 
practices that segregate agricultural activities between men and women. Moreover, among many 
ethnic groups, husbands have typically kept the land upon dissolution of a marriage in the case of 
divorce (Fafchamps and Quisumbing, 2002 and 2005).
a
 
 
Figure 6: Amhara – Probabilities of Being Engaged in Nonfarm Employment (percent) 
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1. Base case: Rural household head, 40 years old, married, with some elementary 
school, no children less than 6, not a migrant, household of 5 members, household 
has a plough, food secure area, no access to finance, average daily wage rate in 
agriculture is Birr 8.  
2. Headship: like 1, but individual is not head of the household. 
3. Education: like 1, but high school instead of elementary. 
4. More children: like 1, but 3 children less than 6 instead of 0. 
5. Wealth status: like 1, but highest asset tercile instead of lowest. 
6. Location: like 1, but resides in town instead of rural area. 
7. Age: like 1 but age is 20 instead of 40. 
8. More women in the household: like 1 but 2/3 of adults are women instead of 1/3. 
9. Marital status: like 1 but divorced instead of married. 
10. Plough: like 1 but the household has no plough instead of having one. 
11. Household size: like 1, but the household has 8 members rather than 5. 
Source: Computations based on 2006/7 RICS-Amhara. 
 
a
 The now ongoing land certification program has as objective to secures or gives land ownership title 
for both males and females, and they have equal rights on land management. 
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Location and access to land affect women’s participation even more than men’s 
67. Women have significantly higher participation rates in small towns. Measured on 
an individual rather than household basis, the gender difference in participation is much 
larger in rural towns of up to 10,000 habitants than it is in remote rural areas. In remote 
rural areas, about 9 percent of women are engaged in nonfarm activities, as compared to 
about 6 percent of men. But in rural towns nonfarm activities absorb up to 76 percent of 
women, compared to a much lower 44 percent of men. 
68. In Amhara, manufacturing is more common for women, while trade is less 
common. Similar to national patterns, women are less likely to be involved in trade 
activities, both in rural and in small town areas. They are substantially more likely to be 
involved in manufacturing. A detailed classification of industrial sectors shows that men 
and women’s nonfarm businesses are different. They also vary in relation to small towns 
or rural area. The largest concentration of women is in the manufacturing of alcoholic 
beverages, both in rural areas and, especially, in the small towns. In rural areas men are 
mostly found in the manufacturing of textile and leather articles. Men concentrate also in 
trade, both wholesale and retail, especially in small towns. Women, on the other hand, are 
more likely to operate hotels and restaurants in small towns.  
Table 9: Amhara – Sector Distribution of Nonfarm Businesses, 2007 (percent) 
 Rural towns  Rural areas  Total 
Sectors Men Women  Men Women  Men Women 
Food processing 2.3 3.0  4.2 0.0  3.8 0.9 
Alcoholic beverages 1.9 42.9  2.9 35.5  2.7 37.6 
Textile and leather 21.6 17.3  32.5 27.2  30.2 24.4 
Other manufacture 3.8 1.3  10.8 9.6  9.3 7.3 
Wholesale 14.4 1.3  12.0 2.8  12.5 2.4 
Retail sale 44.1 15.8  29.7 12.8  32.7 13.7 
Restaurants 2.3 16.5  2.2 6.4  2.2 9.2 
Others 9.8 1.9  5.7 5.6  6.6 4.6 
Source: 2006/7 RICS-Amhara. Sample includes all individuals who are owners or managers of a 
nonfarm business. 
 
69. Male and female entrepreneurs experience the same constraints but with different 
intensity. There are only small differences between men and women’s perceptions on the 
most important constraint to enterprise operations and growth. Both report access to 
markets as the most important constraint to their business, followed by rural finance and 
transportation. However, there are gender differences in the intensity of each constraint 
(Bardasi and Gethahun, 2008). Some constraints are perceived more intensely by women 
—in particular access to water, low demand, access to informal sources of credit, and fear 
of not being able to repay the loan. Men by contrast are more likely to complain about 
problems related to access to markets, market information, and material inputs. 
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70. Education appears not to be important for female nonfarm participation. 
Regression estimates show that education has a significant and positive effect on the 
probability of male participation in nonfarm activities (Bardasi and Gethahun, 2008). 
However, education does not have a significant effect for women’s participation in 
nonfarm enterprises. Access to education differs for men and women in the Amhara 
region, 81 percent of all women received neither formal nor informal education as 
compared to 69 percent of men. This finding may be an indication that the type of 
nonfarm activities accessible to women (irrespective of their level of education) are not 
as remunerative as those chosen by men—and not as remunerative as alternative 
activities in the farm sector. Therefore, for women with higher education nonfarm 
employment is not necessarily more remunerative than for women with lower education. 
71. More women in the household leads to higher participation in nonfarm 
enterprises. The effect of household size in general on nonfarm participation is not 
significant for the Amhara region. However, for women, the probability of engaging in 
nonfarm activities is positively related to the proportion of women among adult 
household members, suggesting that women are better able to participate in nonfarm 
employment when other women in the household can provide labor to the farm or remain 
in the home to take care of children and engage in domestic tasks. The presence of 
children itself has a negative impact on the probability of nonfarm employment, 
confirming that there could be a conflict between the type of nonfarm activities taken up 
by Ethiopian women and the need to provide care for children in the household.  
72. Women tend to engage in 
nonfarm activities that require low start-
up capital. The median start-up capital of 
male-owned nonfarm enterprises is five 
times higher than of female-owned ones. 
The Kernel density function shows the 
different distribution of start-up capital 
by location (rural areas and small towns) 
and sex of the business owner. After 
controlling for location, women’s 
activities have a lower start-up capital 
than men’s activities. A large proportion 
of female-owned nonfarm enterprises in 
rural areas had very low start-up capital. 
By contrast, nonfarm enterprises with 
the largest start-up capital were mostly 
male-owned small town activities.  
73. Most enterprises employ unpaid family labor. Women’s businesses do not differ 
that much from men’s businesses in terms of the quantity of labor that they employ. Only 
a small proportion of enterprises employ paid workers. 
Figure 7: Amhara – Distribution of Start-up Capital, 
2007 
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Source: 2006/7 RICS-Amhara. 
NB: Urban here refers to rural towns. 
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74. Women’s activities are much smaller than men’s activities as measured by 
enterprise revenue. The exception is the production of alcoholic beverages, hotels, and 
restaurants in which females dominate. In the textile sector—a sector that absorbs a 
quarter of all women business owners—both the median value added per worker9 and the 
median revenue of men’s enterprises is more than ten times larger than the corresponding 
figures for women’s. In retail sales, a sector where almost 14 percent of women 
entrepreneurs are engaged, both the median value added per worker and the median 
revenue of men’s businesses are four times larger than women’s (Table 10.)  
Table 10: Amhara – Employment Characteristics of Nonfarm Enterprises, 2007 
Nonfarm enterprises with Men Women All 
Paid workers  6.5 1.7 3.8 
Non-family hired labor 5.2 0.3 2.5 
Unpaid family labor 99.1 99.2 99.2 
   One unpaid family member 74.2 79.6 77.3 
   Two or more unpaid family members 24.9 19.7 21.9 
Source: 2006/7 RICS-Amhara. 
    
75. Revenues of male-owned enterprises are higher than those of women. The median 
revenue and the median value added of rural, female-owned enterprises are 3.5 and 2.2 
times smaller than those of female-
owned enterprises in small town 
areas. They are also 5.6 and 3.7 
times smaller than male-owned 
enterprises in rural areas, 
respectively. Figure 8 shows the 
distribution (Kernel densities) of 
the revenue of nonfarm enterprises, 
by location and sex of the business 
owner. Rural female-owned 
nonfarm businesses have lower 
average revenues compared to the 
remaining three groups. Men 
business owners in small towns, 
and also in rural areas, have higher 
revenues than women do, while 
women in small towns have larger 
revenues than women in rural areas.  
                                                 
9
 Value added refers to the difference between sales revenues and material input costs. 
Figure 8: Amhara – Distribution of Enterprise 
Revenue, 2007 
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D. SUMMARY 
76. Women’s enterprises are smaller and less profitable than men’s, but offer an 
important opportunity for employment and income generation, especially for those in 
vulnerable situations such as single women and others without access to land. 
77. Although the relatively high participation of women in non-farm activities 
indicates that they do not face disproportionately high entry-barriers, policy support to 
non-farm activities should take into consideration the gender-specific nature of those 
activities. In particular, women face certain constraints more intensely than men, which 
are only partially related to the different type of activities they engage in. Some 
constraints that women disproportionately judge as major ones—such as access to credit, 
or fear of not repaying a loan—indicate that women, irrespective of the sector they are 
involved in and despite the fact that they generally engage in small scale activities, have 
greater difficulties than men in solving the basic operational problems of their 
enterprises. 
78. There are other, broader constraints for which policy measures are not easy to 
find. These are related to the custom, tradition, culture, and other social norms that dictate 
women’s role in the economic sphere, such as the extent of their engagement in 
agriculture and other domains, their ability to act as economic agents, and even their 
freedom of movement outside the house. The fact that these constraints cannot be easily 
solved does not mean that they do not exist or that the potential of women’s role in the 
non-farm economy cannot be higher than it is currently. 
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4. ENTERPRISE DYNAMICS: PERFORMANCE, 
CONSTRAINTS, AND OPPORTUNITIES 
A. OVERVIEW 
79. Overall, the profits from nonfarm enterprise are low and very few firms invest and 
grow. However, some perform much better than the average, others much worse, and 
there are some promising sectors. The performance of local agriculture affects 
productivity, probably because of an increase in local demand. Enterprises in rural towns 
perform better than those in remote rural areas, suggesting that demand-side problems, 
because of small fragmented markets and a poor investment climate, in remote areas are 
the main constraints. 
80. Our data indicate that few enterprises add to their capital stock after start-up, and 
very few increase their labor input. Nevertheless, there is some evidence the sector has 
grown over the last decade, due to net entry into the sector. Policies facilitating the 
integration of markets would make nonfarm enterprises less dependent on the local rural 
economy, which may help these enterprises develop beyond supplying a small and 
volatile local market with low value-added products. 
B. ENTERPRISE PERFORMANCE 
Overall, nonfarm enterprise profits and productivity are low 
81. Most enterprises are young, very small, and static. The average age of enterprise 
is six years. Only 1 percent of all enterprises employ more than three workers. In terms of 
employment within enterprises, there is very little growth: only 8 percent of firms have 
expanded their labor force since start-up, while about 3 percent have shed workers.  
82. Few enterprises operate on a full-time basis. Furthermore, enterprise activity is 
highly seasonal and countercyclical with agriculture. Thus few households appear to 
specialize in nonfarm enterprise activities. Instead, it seems nonfarm enterprises are set 
up primarily as a complement to agriculture, providing an alternative source of income in 
periods when the level of activity in agriculture is low. Firms operate on average 8 
months per year and 14 days per active month. 
83. The estimated average daily profit is 5.6 Birr per workday, or less than a dollar 
per workday
10
. Profits are highest in Tigray, where the estimated daily return to working 
in a nonfarm enterprise is 8.7 Birr, and lowest in Amhara, where the corresponding return 
is 5.0 Birr. The average monthly profit in an active month is 55 Birr or US$ 4.5. The 
average annual profit, averaging across inactive and active periods, is 340 Birr, or 
approximately US$ 27. In fact, profits per workday are lower, on average, than the daily 
wage rate for casual agricultural workers – around 9 Birr in 2007. 
 
                                                 
10
 Profit refers to sales revenue less material inputs and labor costs. 
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84. Of course, there is a lot of heterogeneity across firms: some perform much better 
than the average, others much worse. Enterprises run by male-headed households are 
twice as profitable per workday as enterprises run by female-headed households, whose 
higher participation rates suggest they lack alternative earnings options. The relationship 
between the age of the household head and profitability is inverse U-shaped. Young 
entrepreneurs become more profitable over time. Beyond 40 years, profitability falls with 
age. 
85. In addition, enterprises engaged in trading yield, on the average, higher returns 
than enterprises engaged in services. The high returns to trading activities could reflect 
arbitrage opportunities due to limited economic integration. Manufacturing enterprises 
yield the lowest returns. Mobile enterprises or those that operate close to a market are 
more profitable than others.  
 
Box 9: How do Enterprises in Ethiopia Compare with Tanzania? 
 
Rural enterprises characteristics in 
Tanzania are similar to Ethiopia. 
Some 28 percent of rural 
households in Tanzania reported 
that at least one member was 
working in a nonfarm business in 
2005. This compares to about 25 
percent in Ethiopia in 2007. 
Similarly, while the overall 
landscape of nonfarm enterprises in 
Tanzania is diverse, the 
predominant entrepreneurial activity 
of rural nonfarm enterprises is 
trading. Nonfarm enterprises in 
rural Tanzania are very small, 
heavily affected by seasonality, and 
the majority is operated by one 
person. While the rural nonfarm 
sector in Tanzania is equally a low-
return sector that is struggling to 
compete in a difficult business 
environment, there are a number of 
marked differences. 
 
Tanzanian enterprises generate about US$1.5 on sales revenue per working day, compared to only 
US$ 0.6 in Ethiopia. The sector is also more dynamic, with about one-third of rural enterprises growing 
relatively fast. Due to a rapidly growing agricultural sector in recent years, limiting demand-side 
constraints, rural enterprise constraints in Tanzania operate mainly from the supply-side. Access to 
finance, road infrastructure and rural cell phone communication are correlated with enterprise growth. 
This contrasts with Ethiopia, where the biggest constraint is related to market demand. These findings 
are confirmed both with multivariate regression analysis but also by simply plotting perceived enterprise 
constraints. 
 
Source: Based on World Bank (2007). 
 
 
 
 
 
Figure 9: Rural Business Constraints in Ethiopia and 
Tanzania, 2005-2007 
Market demand
Finance
Transport
UtilitiesGovernance
Crime
Registration
Rural Ethiopia Rural Tanzania
 
Source: 2007 RICS-AgSS; 2005 Tanzania RICS (Kidiane and 
Loening, 2008). Perceived major business constraints on a scale 
from zero to 50 percent. 
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Box 10: How to Identify Successful Small Enterprises? Some Stylized Facts for Ethiopia 
 
Identifying rural enterprises which have a dynamic potential and are relatively profitable is important for 
supporting the nonfarm sector. But given the large heterogeneity of small enterprises across sectors and 
space, a simple categorization of dynamic enterprises in Ethiopia is less straightforward than expected. The 
following typologies have some merit in describing aggregate patterns, but may not work well at the level of 
the individual enterprise because of exceptions. However, taken together they can yield some insights: 
 
 Firm being pulled into the nonfarm sector have higher potential for growth. Enterprises that are 
“pulled” into the nonfarm sector because of market opportunities and means to invest agricultural 
earnings are likely to have more dynamic potential. The RICS indeed suggests that many pull 
enterprises are typically more capital intensive, more productive and more profitable than push 
enterprises. Push enterprises tend to cluster in low-productivity manufacturing activities and are 
more likely to be operated by women, often lacking alternative earnings opportunities. But this 
categorization is not perfect: the data also finds that some push enterprises are highly profitable, 
while some pull enterprises are not very productive. 
 Firms selling tradable goods can generate local growth. Growth in output of non-tradables is 
ultimately constrained by local demand, while growth in the output of tradables is predominantly 
constrained by supply. Consequently, growth in tradables output can be an engine of economic 
growth, with positive multiplier effects on the non-tradables sector through consumption linkages, 
while growth in the non-tradables is unlikely to lead to sustained economic growth. While appealing, 
in Ethiopia only a small minority of goods are tradables sold outside the locality or Wereda of 
production.  
 Initial capital, location, and manager characteristics matter. Other stylized facts suggest that a 
number of enterprise characteristics matter for dynamic potential and enterprise profitability. 
Background papers for the Ethiopian Rural ICA find that the amount of capital is a particularly 
important determinant of enterprise profitability. Enterprises which are registered are far more 
profitable than enterprises which are not. Enterprises in rural towns tend to outperform enterprises in 
rural areas. Enterprises operated by women are less profitable. The education of the manager is 
convexly correlated with the productivity of the enterprises. Yet all of these enterprise characteristics 
only partially explain rural enterprise performance. 
 Enterprise productivity varies with activity. Returns, factor requirements and household 
characteristics vary strongly with activity of enterprises. In Ethiopia, enterprises engaged in trade are 
typically much more profitable than manufacturing or service firms. Managers of trade enterprises 
are typically better educated. Small manufacturing enterprises seem to provide income opportunities 
for those lacking other options. The sectoral composition of nonfarm enterprise activity also varies 
geographically, as well as with the level of economic activity in the community. Despite these 
patterns, the background papers for the Ethiopian Rural ICA, using econometric techniques, find 
that activity choice alone only explains a proportion of the total variation in enterprise performance, 
and other unobservable factors are important as well. 
Source: Summarizing evidence based on Beegle and Oseni (2008); Bardasi and Gethahun (2008); and 
Loening, Rijkers and Söderbom (2008). 
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The sector has grown through increased participation 
86. Although existing enterprises tend not to grow their labor force the nonfarm 
enterprise sector as a whole has been growing in recent years due to increased household 
participation. Households mainly engaged in rural nonfarm activities rose from 4.5 
percent in 1998 to 7.7 percent in 2006. Simple participation rates are more volatile, but 
also tend to show an increasing trend, rising from 23.0 percent in 1998 to 24.6 percent in 
2006 (Figure 10).  
 
87. In 2006-2007 the gross entry rate, defined as the percentage of new firms in the 
population of firms, was 17 percent. This is high, indicating that every one in six firms in 
the sector has been operating for less than a year. Some of these firms may have been re-
opened after a temporary seasonal closure, but most survey respondents would probably 
not consider a re-started enterprise as a new enterprise. This entry rate is therefore 
probably best contrasted with the permanent exit rate of 8 percent, and not the total 
closure rate, including seasonal closure and permanent exit, of 25 percent, which is very 
high. In either case, there is a lot of churning in the sector, which is consistent with the 
low average of firm age (Table 11). 
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Figure 10: Ethiopia – Estimated Nonfarm Enterprise Participation Rates,  
1998-2007 
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Table 11: Ethiopia – Estimated Entry and Exit Rates, 2006-2007 (percent) 
Classification New Entry Permanent Exit Seasonal Closure  
All enterprises 17  8 17 
Sector    
  Manufacturing 16  7 13 
  Trade 20  9 21 
  Services 23  8  9 
Region    
  Tigray 15 15 16 
  Amhara 16  9 13 
  Oromia 21  8 18 
  SNNP 17  6 17 
Source: 2006/7 RICS-AgSS. Numbers are approximations due to the use of 
recall data and seasonality. 
 
C. CONSTRAINTS TO OPERATIONS  
88. Table 12 summarizes self-reported data on the most severe constraint to running 
and starting-up an enterprise. Credit, markets and to a lesser extent transportation are the 
most commonly cited constraints for all groups. However, as the following maps show 
there is some significant variation across and within regions. In Tigray, Amhara and 
Oromia lack of market demand is the most commonly cited constraint. However, in the 
SNNP region problems accessing finance are by far the most commonly cited.  
Table 12: Ethiopia – Major Business Constraints in Rural Areas, 2007 
Classification 
Market 
demand 
Access to 
finance 
Infrastructure 
and Transport 
Lack of 
technology 
Government 
regulation 
Labor 
availability 
  Perceived main constraints to enterprise operations and growth 
All enterprise owners 39 38 16 2 4 2 
By sector 
 
      
   Manufacturing 47 30 15 4 2 3 
   Trade 31 45 16 1 5 1 
 48% 30% 14% 2% 4% 2%    Services 39 38 16 2 4 2 
By region       
   Tigray 42 29 21 3 6 1 
   Amhara 44 28 17 3 6 2 
   Oromia 41 36 16 3 3 2 
   SNNP 33 49 13 >1 2 2 
  Perceived main constraints at enterprise start-up 
Enterprise Owners 23 47 10 8 2 11 
Non-Enterprise Owners 24 47 10 7 2 10 
Source: 2006/7 RICS-AgSS. 
 
-40- 
Map 3: Ethiopia –  Market Demand as 1
st
 Major Business Constraint by Geographical Zone, 2007 
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Map 4: Ethiopia – Rural Finance as 2
nd
 Major Business Constraint by Geographical Zone, 2007 
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Map 5: Ethiopia – Transport as 3
nd
 Major Business Constraint by Geographical Zone, 2007 
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D. OTHER FINDINGS ON ENTERPRISE PERFORMANCE 
89. Very few firms in the sample invest in equipment or machinery. Only 19 percent 
of all firms have made any investment since start-up. Moreover, the firms that do invest 
typically invest only very small amounts. For the overwhelming majority of enterprises, 
the most important source of investment finance is non-agricultural sales. Agricultural 
sales are also an important source. Funds from financial institutions are not. Firms that 
started with higher amounts of initial capital, and older firms are more likely to invest in 
capital stock. This could be because, as time goes on, upgrading the capital stock 
becomes more important. Alternatively, it could be that young firms face higher 
uncertainty regarding the prospects of the enterprise, which may lead to caution in 
investment. 
90. Factors which determine enterprise performance include the characteristics of the 
manager, the sector of enterprise activity, the performance of the agricultural sector, and 
the location of enterprise activity (Loening, Rijkers and Soderbom, 2008. See also Table 
40 and Table 41 in the Annex 2). 
91. Firms with a male head are more 
productive than those with a female 
head. Productivity initially declines with 
additional years of manager’s education, 
but starts to increase after 5 years of 
education.  Manufacturing activities are 
among the least productive activities 
while trading activities, such as 
wholesale and retail, are very 
productive.  
92. The prospect of a good crop 
raises productivity among nonfarm 
enterprises, probably because of higher 
local demand. Enterprises in rural towns 
are more productive than enterprises in 
more remote rural areas
11
.  
                                                 
11
 For further information see Chapter 6 and Rijkers, Soderbom, and Loening, 2009. 
Figure 11: Ethiopia – Enterprise Sales Growth,  
2006-2007 
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E. SUMMARY 
93. The survey data strongly suggest that 
market fragmentation due to remoteness is a 
key impediment to the performance of the 
nonfarm enterprise sector. Market 
fragmentation manifests itself most 
obviously in low and localized demand for 
nonfarm enterprise produce.  
94. The lack of enterprise growth across 
the board could suggest that nonfarm 
enterprises are already close to their optimal 
size , despite operating at a very small scale. 
This is consistent with the idea that demand 
for nonfarm enterprise products is limited 
and indicates that incentives for expansion 
may be lacking. Consistent with this, our 
production function estimates indicate that 
enterprises located in rural towns are 
significantly more productive than 
enterprises located in other rural areas. 
These findings point to demand-side 
problems in other rural areas.  
95. By contrast, supply-side investment 
climate variables, such as telecom, water, 
electricity, land and buildings, security or 
bribes, are not as strongly correlated with 
either productivity or investment. (Tables 40 
and 41, Loening, Rijkers and Soderbom, 
2008). Taken together, these findings 
suggest that it is possible supply-side 
constraints do not ―bite‖ —in the sense that 
removing the constraints would improve 
performance—if demand is low. 
96. It seems that the combination of poor infrastructure and remoteness result in high 
transaction costs, as a result of which markets are small and highly localized. 
Consequently, demand for nonfarm enterprise products is low, which limits incentives to 
invest and expand and helps explain why most enterprises remain small. Policies 
facilitating the integration of markets would make nonfarm enterprises less dependent on 
the local rural economy, which may help these enterprises develop beyond supplying a 
small and volatile local market with low value-added products.  
Figure 13:Ethiopia – Changes in Labor Days and Hired 
Workers, Since Start-up, 2007 
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Source: 2006/7 RICS-AgSS. 
Figure 12: Ethiopia – Changes in Number of 
Employees since Start-up, 2007 
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5. RURAL ENTERPRISES, FOOD SECURITY, AND 
DISTRIBUTIONAL EFFECTS 
A. OVERVIEW 
97. This chapter focuses on food security in rural Ethiopia and the role of nonfarm 
enterprises in reducing the effects of food shortage. Ethiopia is considered one of the 
most food insecure countries in the world. Within sub-Saharan Africa, it is one of the 
seven countries that constitute half of the region’s food-insecure population (Feleke, 
2005).  
98. The nonfarm economy can be an important source of additional income for food 
insecure households. In a setting with limited agricultural potential or highly variable 
weather, income from nonfarm activities can augment and smooth income flows for rural 
households. At first sight, as evidenced in the previous chapters, it appears that a 
substantial number of nonfarm activities in Ethiopia only provide limited opportunities. 
But they could be very important from a food security point of view. This is especially 
relevant in Ethiopia where an estimated 4.6 million people periodically require 
emergency food assistance and as many as 7.3 million chronically food insecure people 
receive a cash or food transfer through the PSNP. 
99. The focus of this chapter is on nonfarm enterprises, which constitute the largest 
share of nonfarm income opportunities. The analysis is divided into two parts. The first 
section covers the four main regions (Tigray, Amhara, Oromia and SNNP) accounting for 
about 90 percent of Ethiopia’s rural population. The second section gives a more detailed 
analysis of the Amhara region, which is not representative for Ethiopia as such, but 
provides additional insights. The third section includes wage employment and assesses 
distributional impacts. The results show that nonfarm enterprises are associated with food 
security. In the Amhara region, the finding is concentrated amongst female-headed 
households. Nonfarm enterprise activity also tends to reduce rural inequality. 
B. FOOD SECURITY AND NONFARM ENTERPRISE IN ETHIOPIA 
Rural nonfarm enterprise activity is associated with food security 
100. Ethiopia is considered one of the most food insecure countries in the world. There 
are many reasons why countries experience food insecurity. In Ethiopia, food insecurity 
can be attributed to low agricultural productivity and agricultural input market 
constraints. Further contributing to food insecurity is the exposure of households to 
shocks such as drought and variable rainfall.  
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Figure 15: Ethiopia – Households with Enterprise by 
Food Security Status of Wereda, 2007 
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101. Responses to food 
insecurity in Ethiopia have 
conventionally been emergency 
food-based interventions. 
However, since many households 
are not ―transiently‖ but rather 
―chronically‖ food insecure, the 
aid has not been deemed effective. 
This led to the initiation of the 
PSNP by the Ethiopian 
government in 2004/2005 with the 
main objective of reducing 
household vulnerability, improving 
household and community 
resilience to shocks, and breaking 
the cycle of dependence on food aid. The PSNP targets the poorest of the poor through 
providing predictable and timely employment in public works and direct support. In this 
sense, it is targeting chronic food insecurity (and poverty) rather than transient food 
insecurity, which continues to affect many food secure areas. 
102. Even for households that 
are primarily engaged in farming, 
the nonfarm economy can be an 
important source of additional 
household income. Especially in 
settings with limited potential to 
expand agricultural productivity or 
in the face of highly variable 
weather, income from nonfarm 
activities can augment and smooth 
income flows for rural households. 
At first sight, it appears that a 
substantial number of nonfarm 
activities in Ethiopia provide low 
income and appear stagnant. But they are very important from a food security point of 
view.  
103. The presence and income from nonfarm activities can help households cope better 
with shocks and be more food secure. This suggests that even low-return nonfarm 
activities may prove to be important from a welfare point of view, although not 
necessarily a substitute for higher-return activities, such as wage labor. In food insecure 
rural areas, the nonfarm sector could potentially play a very important role in ensuring 
rural livelihoods.  
Figure 14: Ethiopia – Enterprises Opened in the Last 3 
Years Now Closed by Food Security Status of Wereda, 
2007 
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104. Rural nonfarm enterprise activity is positively associated with food security. 
Overall, nonfarm enterprises are more common in food secure Weredas
12
 than in food 
insecure ones. Households in food insecure Weredas are less likely to currently have a 
nonfarm enterprise or to have operated one in the last 3 years. These differences are 
statistically significant overall, and within three regions. In the SNNP region, however, 
enterprise ownership is higher among households in food insecure Weredas. Multivariate 
regression analysis found that remoteness and other controlled for factors do not explain 
these differences (Beegle and Oseni, 2008). Controlling for the distance of the 
community to the nearest market and all-weather road, and for socio-demographic 
characteristics, food security continues to be positively and significantly associated with 
nonfarm enterprise activity. However, a main factor determining entry into the nonfarm 
sector is favorable rainfall, which proxies for strong agricultural performance. 
Business constraints are slightly more severe in food insecure Weredas 
105. Access to markets and credit are the main constraints for both food-secure and 
insecure Weredas and for all types of enterprise.  
Table 13:Ethiopia – Business Constraints by Food Security Status of Wereda, 2007 (in 
percent) 
Main perceived constraint to enterprise 
operations and growth 
All 
households 
Households in 
food secure 
Wereda 
Households in 
food insecure 
Wereda 
Electricity, Telecommunication, Water 2.7 2.2 3.2 
Transport 12.9 14.1 11.3 
Interest rates, ability to pay back loans 17.0 17.8 15.8 
Access to markets, low demand 38.7 36.7 41.4 
Government (corruption, restrictive laws) 2.0 2.8 1.1 
Safety (criminality, theft) 0.8 0.6 1.1 
Lack of  technology, access to information 2.2 3.0 1.1 
Registration and permits 0.7 0.8 0.5 
Lack of financing or ability to borrow 21.1 20.4 22.0 
Lack of knowledge 1.0 1.3 0.6 
Other 1.0 0.3 1.8 
Source: 2006/7 RICS-AgSS. 
 
106. Perhaps because of a more challenging business environment, exit from nonfarm 
enterprise is more likely to occur in food insecure areas. Figures 14 and 15 show the gaps 
between food insecure and food secure areas in the four major regions. With the 
exception of Amhara, enterprises in food insecure areas are less likely to still operate. 
Overall, using multivariate regression analysis controlling for region, distance to markets, 
and distance to roads, food insecurity continues to be significantly associated with a 
higher probability of closure (Beegle and Oseni, 2008). In Tigray and Oromia, enterprises 
that started in food insecure areas were more likely to close. The likelihood that an 
                                                 
12
 The third administrative layer in Ethiopia. 
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enterprise will close is exceptionally high in food insecure areas of Oromia, where almost 
2 out of 5 firms that started in the last 3 years were no longer in operation. There are 
differences in the probability of firms closing by sector. Firms in retail, food and 
beverage production, and manufacturing have higher probability of closure in food 
insecure areas (Beegle and Oseni, 2008). 
 
Table 14:Ethiopia – Source of Start-up Capital by Food Security Status of Wereda, 
2007 (in percent) 
Source of enterprise                        
start-up capital during the last 3 
years 
All  
households 
 
Food secure 
Wereda 
 
Food insecure 
Wereda 
Agriculture 59.2  61.2  56.8 
Nonfarm self-employment  8.5  7.9  9.3 
Wage or salary 1.2  1.3  1.1 
Remittances 0.3  0.3  0.2 
Sale of assets 0.6  0.7  0.6 
Bank of cooperative loans 1.8  1.2  2.7 
Family or friends  11.5  10.1  13.4 
Private moneylenders 9.9  9.8  10.0 
Other 6.9  7.7  6.0 
Source: 2006/7 RICS-AgSS.  
 
Table 15: Ethiopia – Reason for Enterprise Start-up by Food Security Status of 
Wereda, 2007 (in percent) 
Reasons for enterprise start-up 
All 
households 
Food secure 
Wereda 
Food insecure 
Wereda 
Push (insurance)    
Household lost wage earnings 1.8 2.2 1.4 
No access to agricultural land 11.2 13.0 8.9 
Low or volatile agricultural income 29.3 28.8 30.0 
Pull     
Means to invest agricultural earnings 47.6 47.4 47.6 
Markets opportunity 2.7 2.1 7.3 
Other    
Support from NGO or cooperative 0.1 >0.1 0.1 
Advice from relatives/friends 2.7 3.0 2.2 
Social and economic independence 1.8 1.1 2.8 
Other  2.8 2.5 3.2 
Source: 2006/7 RICS-AgSS.  
 
107. The sources of start-up capital do not differ by food security status. Likewise, the 
main reasons motivating the firm start-up do not appear to differ across food insecure and 
food secure areas. Table 14 shows the source of start-up capital for enterprises which 
were operated in the last three years for all households and by food security status. 
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Income from agriculture is the main source of capital for over half of all enterprises. 
Other common sources of income are family or friends in the community, nonfarm self-
employment income, and private moneylenders. Very few households receive start-up 
capital from wage or salary income or loans from banks. This is indicative of low 
participation in wage employment for rural households and inadequate access to credit.  
Table 16: Ethiopia – Sector of Enterprise Start-up by Food Security Status of Wereda, 2007  
 
Sector of enterprise start-up                           
during last three years 
All              
households 
 
Food secure 
Wereda 
 
Food insecure 
Wereda 
Distilling of spirits, wines and other food 
manufacturing 19.1 
 
25.6 * 
 
10.8 
Hotel and restaurant 5.6  4.5 *  7.0 
Retail trade via stalls and markets 26.1  25.7  26.6 
Retail (not stalls and markets) 20.0  14.3 *  27.3 
Wholesale trade 5.7  4.2 *  7.7 
Manufacturing (excluding food and 
beverage) 14.8 
 
16.1 ** 
 
13.0 
Services 6.8  7.1  6.4 
All other: grain milling, transport, 
communications, real estate, business, 
public services, other personal services 2.0 
 
2.5 * 
 
1.3 
Source: 2006/7 RICS-AgSS.   
Statistical significance in difference between food insecure and secure Weredas: *= 1%, **=5%.  
108. There are strong differences in sector of firms operated across food secure and 
insecure Weredas. Households in food secure Weredas are significantly more likely to 
participate in manufacturing (food and non-food) and service sectors than those in food-
insecure Weredas. The most common nonfarm activity for households in food insecure 
Weredas is retail trade, which in most cases is low income. The retail sector, especially 
via stalls, usually requires less capital. Thus poorer households, which are more likely to 
be food insecure, are expected to participate more in such activities. The statistical 
significance of the differences between the nonfarm sector for food secure and insecure 
Weredas are not a function of remoteness of communities (Beegle and Oseni, 2008). 
After controlling for distance to markets and roads, the difference between food secure 
and insecure Weredas remains. 
109. Household nonfarm enterprise activity in food insecure areas is associated with 
increases in agricultural income in the last 3 years. About 45 percent of these households 
reported that their agricultural income has increased in the last 3 years. This is consistent 
with a positive correlation between wealth and income shares from enterprises, as 
indicated in the next section for Amhara. But it is not possible to disentangle the causality 
to identify if nonfarm enterprises result in high farm income (say, through facilitating the 
purchase of improved inputs) or if higher agricultural earnings result in households 
venturing into nonfarm self-employment. As noted by Woldehanna and Ellis (2005), 
farm and nonfarm earnings ―reinforce each other for improving livelihoods.‖ 
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Table 17:Ethiopia – Estimated Agricultural Income Change in Last 3 Years, 2007 (in percent, as 
reported by households) 
 Food secure Weredas  Food insecure Weredas 
Agricultural 
income change 
Households with 
no enterprise  
in last 3 years 
Households with 
enterprise  
in last 3 years 
 Households with no 
enterprise  
in last 3 years 
Households 
with enterprise  
in last 3 years 
Increase 37.3 34.4** 
 
33.7* 44.7* 
No change 26.7 27.9
 
 
 
25.3
 
 20.8* 
Decrease 36.0 37.7
 
 
 
41.0* 34.6 
Source: 2006/7 RICS-AgSS. Statistical significance in difference between categories, relative to base 
category of households in food secure Wereda with no enterprise: *= 1%, **=5%. 
C. ADDITIONAL INSIGHTS ON FOOD SECURITY AND RURAL ENTERPRISES 
FROM AMHARA REGION 
110. A number of interesting findings emerge from the Amhara region. A more in-
depth analysis was conducted for the Amhara region where more information from the 
RICS-Amhara survey was available on households with and without nonfarm enterprises 
(Beegle and Oseni, 2008). There is also unique information on households in remote rural 
areas versus those in small rural market towns. 
Women are less likely to have an enterprise in food insecure areas than secure ones 
111. Regardless of location and food security status, female-headed households are 
more likely to operate an enterprise. In the Amhara region, rural households in food 
secure areas are generally more likely to operate a nonfarm enterprise, confirming the 
earlier findings. Controlling for multiple other factors (such as education, female 
headship, wealth quartile, household demographics, distance to services, and past 
shocks), the difference in likelihood is very close to the rate found for the four major 
regions. Among households in Amhara, the probability of having a nonfarm enterprise is 
about 4 percentage points lower if the household is in a food insecure Wereda. But this 
effect is concentrated solely among female-headed households. For male-headed 
households, there is no difference in likelihood.  
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Table 18: Amhara – Characteristics of Households With and Without Enterprises, 2007 (in percent) 
 Rural remote Rural town 
 Food secure Weredas Food insecure Weredas Food secure Weredas Food insecure Weredas 
Variables 
No 
enterprise 
With 
enterprise 
No 
enterprise 
With 
enterprise 
No 
enterprise 
With 
enterprise 
No 
enterprise 
With 
enterprise 
Head's education: no education 79.5 68.9*** 78.4 77.2 40.6 53.1** 27.4 66.0*** 
Head's education: some primary 18.1 29.0*** 20.6 21.0 17.5 35.2*** 7.7 23.1*** 
Head's education: more than primary 2.4 2.1 1.0 1.8 41.9 11.7*** 64.9 10.8*** 
Female-headed household 16.9 36.2*** 21.5 41.9*** 31.5 43.3** 42.8 58.1** 
Household head is migrant (has not always 
lived in this community) 24.6 36.1*** 22.1 32.8*** 83.5 74.9** 71.6 51.1*** 
Kilometer (km) to nearest food market 7.9 6.8** 11.6 7.9*** 0.5 0.4 0.8 0.9 
Crop shock in 2006 21.2 16.8 41.6 34.5* 7.2 3.6 17.3 18.5 
Crop shock in 2005 16.0 13.1 37.1 32.9 3.3 2.3 11.5 9.2 
Livestock shock in 2006 13.2 9.3 21.8 16.6 0.5 4.7** 5.9 4.6 
Livestock shock in 2005 10.5 5.1** 18.7 6.7*** 1.9 1.7 2.6 2.7 
Other economic shock in 2006 4.3 7.0 5.5 10.8** 4.9 10.9* 26.3 23.1 
Other economic shock in 2005 3.5 5.7 5.7 5.6 3.0 4.2 10.0 7.4 
Illness or death in 2006 18.1 13.8 24.0 27.1 13.4 24.7** 15.8 28.0** 
Illness or death in 2005 14.7 9.5* 20.5 25.5 9.0 15.0 5.2 17.9*** 
Community has a bank 11.9 9.9 12.3 13.6 19.8 13.3 15.5 7.7* 
Community has microfinance institution 23.8 18.2 32.6 32.9 84.0 86.7 91.1 93.2 
Number of households 1,007 177 1,012 139 129 175 136 134 
Source: 2006/7 RICS-Amhara. Statistical significance in difference between households with and without enterprises: ***= 1%, **=5%, *=10%. With exception 
of km to food market, all variables are binary (1 if true, else 0). 
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112. The prevalence of shocks is higher for female headed households in food insecure 
Weredas. Generally, households in food insecure areas are more likely to be female 
headed and have higher rates of economic shocks than their counterparts in food secure 
areas. However, the prevalence of past economic shocks (crop loss, livestock shock, 
illness or death of household members) is not different between households with and 
without enterprises. One exception to this is among rural market towns: households with 
enterprises have higher rates of mortality and morbidity. Households with illness or death 
of family members may subsequently have to start nonfarm enterprises as a means of 
survival.  
113. The likelihood of migration differs by food security status. In rural areas, the 
likelihood of being a migrant household (defined as the household head not having 
―always lived in this community‖) is higher among enterprise households regardless of 
food security status. This might reflect lack of access to land among rural migrant 
households. But in rural market towns, migrant households are more common among 
households without enterprises regardless of food security status. Overall, there are more 
migrant households in food secure Weredas than in food insecure Weredas regardless of 
enterprise ownership. 
Table 19:Amhara - Income Sources by Food Secure Status of Wereda, 2007 (in percent of households with 
income by source) 
Income source 
Food 
secure 
Food 
insecure 
 Rural remote  Rural town 
 
Food 
secure 
Food 
insecure 
 
Food 
secure 
Food 
insecure 
Agriculture (crops and livestock)
a/
 87.0 83.7
**
  92.2 87.2
***
  21.8 24.5 
Wages and salaries 10.4 11.7  8.5 10.7
*
  34.3 29.2 
Nonfarm enterprise
b/
 16.8 14.9  13.7 12.9  55.8 47.8
*
 
Social benefits 6.1 63.9
***
  6.3 65.7
***
  3.9 34.0
***
 
Gifts/remittances 15.6 13.3
*
  14.1 11.6
*
  34.0 41.0
*
 
Other (rent and pension) 3.3 2.8  2.3 1.9  15.9 17.0 
Any income from nonfarm enterprise
 
as well as income from agriculture or 
wages 
11.9 8.9
***
  11.3 8.4
**
  18.8 16.7 
No income reported from any 
category 
2.4 0.9
***
  2.5 0.8
***
  1.3 0.5 
No income reported from farm, 
wages, and nonfarm enterprise 
4.2 7.1
***
  3.5 6.1
***
  12.4 22.8
***
 
Source: 2006/7 RICS-Amhara. a/ Agriculture income does not include household own-consumption and thus we do 
not have complete estimates on total agricultural production. b/ Households with any nonfarm enterprise are 
considered to have income from the enterprise, whereas other income sources are based on questions about any 
income from source in last 12 months. Statistical significance in difference between food insecure and secure 
Weredas by income source: *= 10%, **=5%, ***=1%. 
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Better access to finance in food insecure Weredas 
114. Availability of financial services is higher in food insecure Weredas. Contrary to 
what may be expected, households in food insecure areas are more likely to have a 
microfinance institution in their community than households in food secure areas. 
Moreover, in Amhara, access to financial services is significantly associated with 
enterprise start-up for households in food insecure areas, but not for households in food 
secure Weredas. These findings might reflect the success of government policies and 
NGO initiatives aiming to promote credit and microfinance schemes to rural households 
in food insecure areas. 
Enterprise ownership is associated with higher total household income 
115. Social benefits are a major 
source of income in food insecure 
Weredas (Table 19). For the Amhara 
region, households in food insecure 
Weredas are much more likely to 
receive some assistance from social 
benefits, which reflects the targeting 
approach of the food and food-for-
work programs, which is, at the first 
stage, at the Wereda level. It was also 
found that households in food insecure 
areas are significantly more likely to 
rely exclusively on un-earned income 
sources, specifically social benefits 
and remittances. This is the case in 
both rural and rural market towns.  
116. About ¾ of these social 
benefits are from food-for-work 
activities. For households in rural 
market towns, where less than 15 
percent of income comes from 
farming, nonfarm enterprise earnings 
are more significant. Even in food 
insecure areas, 25 percent of total 
income comes from these activities. 
This is more than the portion of 
income from social benefits or 
remittances. The contribution of these 
enterprises is more pronounced in the 
food secure rural towns, where, on 
average, 39 percent of income comes 
from nonfarm enterprise activities. 
Figure 16: Amhara – Share of Enterprise Income, 
Among Household with Enterprises, by Food Security 
Status of Wereda, 2007 
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Figure 17: Amhara – Income Distribution by Household 
Category, 2007  
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117. Enterprise ownership is associated with higher total household income. The share 
of enterprise income decreases in wealth in rural food secure Weredas, but increases in 
rural market towns. In rural food secure areas in the Amhara region, the contribution of 
enterprise income in terms of income shares varies by wealth levels. In remote rural 
areas, the share of enterprise income in total income is decreasing in wealth. The opposite 
is true for rural market towns. In food insecure areas, there is no significant variation 
between towns and more remote rural areas in the share of enterprise income as a 
function of wealth.  
118. Among poor households with an enterprise, income from the nonfarm enterprise 
constitutes a larger share of total household income in food secure Weredas. That is, for 
poor households in food insecure areas, enterprise income is not as significant, which 
could be partly a reflection of higher income share from social benefits. Overall, with the 
exception of food secure towns which have better opportunities for rural wage labor, 
enterprise ownership is associated with higher total household income, both at the mean 
as well as at the 25th percentile and 75th percentile of the distribution.  
119. In rural food-secure areas, a higher level of education of the household head is 
strongly associated with enterprise ownership. However in rural market towns, this 
pattern is reversed. Households operating a nonfarm enterprise in rural towns are more 
likely to have heads with no schooling. This suggests that for rural market towns in food 
secure areas, the better educated household heads tend to be engaged in the wage sector. 
However, even controlling for farm income (as a proxy for land ownership since land 
holdings are not available in the data sets from the RICS-Amhara) in rural market towns 
is negatively associated with enterprise operation. This suggests that enterprises are more 
a fallback option for less educated households in rural market towns. Households with 
more education have alternative income opportunities. 
D. DISTRIBUTIONAL EFFECTS OF NONFARM ENTERPRISES 
Low-return nonfarm activities prevail 
120.  This section considers distributional effects of nonfarm activities, both in the 
rural wage and enterprise self-employment sector. Rural nonfarm activities are presented 
by their relative return. Nonfarm activities yielding an amount higher than the average 
monthly agricultural income, as calculated from the WMS 1998, receive the label ―high-
return‖ activity. If the revenues earned from such activity are below this threshold, they 
are considered as ―low-return‖ nonfarm activity13. Such a breakdown reveals that low-
return nonfarm activities prevail in Ethiopia. In 1998, according to Olapade (2007), the 
overall nonfarm participation calculated from rural income sources is in the order of 17 
percent. Of these, 14 percent are classified as low-return activity and only about 3 percent 
                                                 
13
 A few drawbacks need to be mentioned. The latest nationally representative income and expenditure 
survey in Ethiopia is from 2005. However, the 2005 HIECS income module has not been released to the 
public. Similarly, income data from the 2000 HIECS suitable for the present analysis is not available. The 
1998 WMS does not directly furnish information on individual participation in nonfarm activities, but 
participation can be deduced from household’s income sources. 
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as high-return (yielding higher incomes than agriculture). Public wage employment in 
rural areas accounts only for 2 percent.  
121. The participation in high-return nonfarm activities is strictly increasing with 
household wealth. In Table 20 the participation rates by per-adult expenditure are 
tabulated. This is a first step in analyzing the importance of nonfarm activities for 
different wealth strata. It shows that, regardless of the income quintile, agriculture has a 
high participation rate of between 83 and 91 percent. The lowest rates of farm 
participation are observable in the poorest and in the richest quintile. The low agricultural 
participation of the richest quintile is attributable to the access of households to high-
return nonfarm activities (5 percent) and public employment (5 percent).  
Table 20:Ethiopia – Participation of Households in Income-generating Activities by 
Expenditure Quintile, 1998 (percent) 
Per adult 
equivalent 
expenditures 
Agriculture 
Nonfarm self and wage-employment activities Public wage 
employment 
and other   All Low-return High-return 
1-low 82.9 20.7 19.3 1.5 1.1 
2 87.9 18.2 16.1 2.1 1.5 
3 89.6 15.7 13.5 2.3 1.5 
4 90.6 14.4 11.5 3.0 2.2 
5-high 84.9 17.2 12.2 5.1 5.0 
Source: 1998 WMS. 
122. The low agricultural participation in the bottom quintile is offset by a high 
participation in nonfarm activities (21 percent), predominantly low-return activities. 
Nonfarm participation declines with increasing expenditure: from 21 percent in the 
poorest quintile to 14 percent in the fourth quintile. For the top quintile, one observes an 
increase in nonfarm participation (17 percent). The participation in low-return activities 
shows a similar picture of a decrease from the bottom to the fourth quintile followed by 
an increase in the top quintile (12 percent). The participation in high-return activities is 
strictly increasing with expenditure. 
123. A shift from low to high-revenue activities occurs as the household wealth level 
increases. Table 21 shows that the income structure by expenditure quintiles follows a U-
pattern with regard to the share of income from non-agricultural activities. Households 
with the lowest expenditure have the highest share of nonfarm income in total income (16 
percent). This share decreases with increasing per-adult expenditure to 10 percent for the 
fourth quintile. It is only the top quintile that has an elevated share of 13 percent. 
Breaking down income from nonfarm activities by high- and low-return activities shows 
that the top expenditure quintile, compared to the other quintiles, has a relatively low 
share in low-return activities and the highest share of income generated from high-return 
activities. This finding suggests access to high-return activities is more open to wealthier 
households. The share of income from high-return activities is relatively unimportant for 
the four lowest expenditure quintiles.       
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Table 21:Ethiopia – Households Income by Source and Expenditure Quintile, 1998 
(percent) 
Per adult 
equivalent 
expenditures 
Agriculture 
Nonfarm self and wage-employment activities Public wage 
employment 
and other   All Low-return High-return 
1-low 70 17 15 2 13 
2 76 13 11 2 11 
3 79 11 9 2 10 
4 79 10 7 3 12 
5-high 73 13 8 5 14 
Source: 1998 WMS. 
124. The share of income generated from agriculture shows patterns of an inverted U. 
The poorest households have the lowest share of income from agriculture with 70 
percent. This share increases until almost 80 percent for the quintiles three and four and 
declines as expenditure reaches the top quintile. This pattern suggests that households in 
the lowest quintile pursue nonfarm activities as a survival strategy to supplement 
agricultural income, while households in the top quintile are able to complement or 
abandon agriculture for nonfarm activities more lucrative than farming (Loening, Rijkers, 
and Söderbom, 2008). 
125. Nonfarm activities are important for younger, female-headed, and landless 
households. Olapade (2008) shows that nonfarm activities are more important for 
households with young heads, mostly in the low-return activities. The reason for the low-
income share generated by means of agriculture by younger household heads can be 
attributed to their difficulty in obtaining any land or sufficient land for livelihood 
generation. This might force them to fall back on nonfarm activities with mostly low-
return character. Similarly, a lower share of agricultural income is generated by female-
headed households compared to their male counterparts. The low share of agricultural 
income is off-set by income from low-return nonfarm activities. Landlessness is rare in 
rural Ethiopia. But for those without access to land income from non-agricultural 
activities nonfarm activities, both in the high and low-return sectors, appear to be a 
refuge. 
Rural nonfarm activity decreases inequality 
126. Gini estimations are applied to two different populations. Table 22 shows the 
results of the Gini-decomposition, following the methodology proposed by Lerman and 
Yitzhaki (1985), for the total sample and for a sample restricted to households engaging 
in nonfarm activities only. As one would expect for a farm economy such as rural 
Ethiopia, with a coefficient of 0.69, agriculture is the most important and most equitably 
distributed income source. Nevertheless, an increase in agricultural income increases 
inequality in both samples (0.016 and 0.060), all else equal. This might seem surprising at 
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a first glance, but the fact that participation in agriculture is the lowest among the poorest 
quintiles supports this result
14
. 
127. In contrast to agriculture, rural non-farm income only accounts for 10 percent of 
total income and 8 percent of inequality and, unsurprisingly, has a high Gini-coefficient 
of 0.93. Even though the elasticity is relatively low (due to the low overall incidence of 
nonfarm activities), the elasticity between non-farm income and inequality is negative for 
both samples (-0.014 and -0.064). An increase in non-farm income reduces inequality. 
This is consistent with the descriptive results. Participation in non-farm activities is 
relatively higher in the poorest quintiles, so an increase in income from this source is 
likely to benefit this group and decrease overall inequality.  The results suggest that 
increasing access to non-farm activities, especially among disadvantaged groups, is not 
only a pro-poor development policy, reducing agricultural dependence, but also reduces 
inequality. 
Table 22: Ethiopia – Gini-Decomposition by Income Source, 1998 
Income source 
Complete sample (including 
agriculture and all other income 
sources) 
Restricted sample (only households 
engaging in nonfarm self and wage 
employment) 
Share of 
total 
income 
Gini-Index 
by income 
source 
Source 
elasticity 
of total 
inequality 
Share of 
total 
income 
Gini-Index 
by income 
source 
Source 
elasticity 
of total 
inequality 
Agriculture 0.78 0.69 0.016 0.40 0.78 0.060 
Nonfarm self and 
wage employment 
0.10 0.93 -0.014 0.51 0.59 -0.064 
Public wage 
employment 
0.08 0.93 -0.015 0.07 0.92 -0.003 
Other sources 0.05 0.98 0.013 0.02 0.99 0.006 
Total income  0.62   0.54  
Source: 1998 WMS. 
128. These findings are in line with other evidence. Restringing their analysis for the 
Oromia region, the largest state in Ethiopia in terms of both area and population, van den 
Berg and Kumbi (2006) find that entry barriers are for nonfarm activities are low and the 
general growth of the sector will benefit the poor. Opportunity-led (high-return) activities 
are likely to have a low effect with regard to poverty reduction as they are mostly 
performed by wealthier parts of the population. Survival-led (low-return) activities are 
likely to decrease income inequality as they provide the poorest with additional income 
sources. Stimulating growth of the nonfarm sector could therefore be achieved without 
compromising equality. 
                                                 
14
 This finding reflects the result of statistical analysis which looks at the likely impact of an increase in 
agricultural income assuming everything else remains constant.  In reality it may not be the case that 
everything else does remain constant, for example the policy environment or other factors that affect 
income inequality may change.  
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E. SUMMARY 
129. The analyses presented here show that there are some limited differences between 
enterprises operated by households that are in food secure areas compared to those in 
food insecure areas.  Households with non-farm enterprises are more likely to be located 
in a food secure Weredas. Food security remains positively associated with non-farm 
enterprise activity when we control for geographical factors such as distance to markets 
and road, and for socio-demographic characteristics. In the Amhara region, this finding is 
concentrated amongst female-headed households; that is female headed households in 
food insecure areas are much less likely to have an enterprise than those in food secure 
areas. 
130. Non-farm participation is more important for poorer households who derive a 
higher proportion of their income from it. The results show that an increase in non-farm 
earnings leads to a small decline in overall inequality. This is not surprising since non-
farm activities are less important for richer households. The results suggest that 
increasing access to non-farm activities, especially among disadvantaged groups, is not 
only a pro-poor development policy, reducing agricultural dependence, but also reduces 
inequality.
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6. THE UNTAPPED POTENTIAL OF RURAL TOWNS: 
FINDINGS FROM A RURAL-URBAN COMPARISON OF 
ENTERPRISE PERFORMANCE 
A. OVERVIEW 
131. Rural and urban firms operate in distinctly different investment climates. Rural 
firms operate in isolated and fragmented markets, selling almost exclusively to local 
markets, where competition is low, while urban firms serve relatively well-integrated 
markets, where competition is fierce. Urban firms also have much better access to 
utilities and better and cheaper access to credit. Rural firms consider markets, credit and 
transport as their major constraints, while access to credit and land, taxes, and 
competition are the most important problems for firms located in urban areas. Thus, a 
rural-urban comparison of enterprise performance provides a method to assess the impact 
of market integration and the investment climate on firm performance. 
B. COMPARING RURAL AND URBAN ENTERPRISE CHARACTERISTICS 
Urban firms are larger, more capital intensive, and more productive  
132. Comparing informal urban and rural enterprises reveals large differences in size, 
factor usage, and total factor productivity (TFP). Urban firms are larger on average than 
firms in rural town and remote rural areas. Large urban manufacturing firms have roughly 
29 employees on average, urban microenterprise have 3 employees, firms located in rural 
towns have 0.8, and firms located in remote rural areas have 0.6. Figure 18 demonstrates 
the extreme differences in the size distribution across rural and urban areas by plotting 
kernel densities on a log-scale for manufacturers and non-manufacturers. The density 
plots illustrate that there are virtually no large firms in rural areas, while large-scale 
activity is common in urban areas. 
Figure 18: Size Distributions, 2007 
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133. There are marked differences between urban and rural firms in the composition of 
the workforce. Rural nonfarm enterprises rely almost exclusively on unpaid household 
labor, while such labor only accounts for a small minority of the workforce in urban 
areas. In other words, rural enterprises provide self-employment opportunities, while 
urban enterprises provide wage labor opportunities. The vast majority of urban 
enterprises are exclusively managed by men, while most rural enterprises are headed by 
women. Managers of urban enterprises typically have at least secondary school 
education, while the overwhelming majority of rural enterprise managers have no 
education at all.  
134. The sectoral composition of 
enterprise activity differs across rural and 
urban areas, and is more diverse in urban 
areas. Processing of food and garments is a 
more prominent manufacturing activity in 
rural areas than in urban areas. Wholesale is 
a more common urban activity. Moreover, 
the activities urban firms engage in are often 
technologically more sophisticated than the 
activities of firms in rural areas. 
135. Informal urban firms use much more 
capital and more material input, both in 
absolute terms and relative to the number of 
people they employ. For example, the 
median of the capital stock per worker for 
large urban manufacturing firms is more 
than 50 times larger than the median capital 
stock per worker in remote rural areas. 
Figure 19 illustrates these differences by 
plotting kernel densities of the capital-labor 
ratio for rural and urban firms on a log scale.  
136. These differences in factor intensity 
are also strongly correlated with differences 
in scale – larger firms are more capital intensive and also use more inputs per worker. We 
find sizeable differences in factor intensity across rural and urban areas even among firms 
of a comparable size; the median capital intensity of urban microenterprises is 
approximately 15 times the median capital intensity of enterprises located in rural towns. 
Figure 19: Distributions of Capital Intensity, 2007 
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Box 11: Theoretical and Empirical Framework for the Rural-Urban Comparison 
Market integration can lead to aggregate efficiency gains because of economies of specialization. But what 
happens to the relative development of the rural and urban sectors in the economy is less clear. In a simple 
trade model two individuals produce and consume two goods – food and non-food products. If individuals living 
in rural areas are not able to trade, they spend most of their working hours producing food, regardless of their 
underlying skills. If they are able to trade, individuals whose skills are better suited to non-food production can 
specialize in that and buy food in the market. 
 
Without trade, the rural economy is close to a point of complete specialization in food production, and so the 
gains from further intensification of food production by the individual with skills biased towards food production 
will be modest. However, the gains from increased non-food production by the individual with these skills may 
be much larger, because his productive skills are now more efficiently employed. As a result, production of 
nonfarm goods increases relative to the production of farm goods. This suggests the nonfarm sector might gain 
more from market integration, in terms of positive output effects, than the farm sector. 
 
The implications of this for rural development in Ethiopia are potentially important. While it is true that at present 
the nonfarm sector in Ethiopia is not very large and not always very profitable it does make an important 
contribution. It could be that by integrating the rural market, performance in the nonfarm sector may rapidly 
improve. A related consideration is that the effects of productivity gains in the nonfarm sector, perhaps 
generated by technological improvements brought about by an improved investment climate, may be much 
larger if markets are well integrated compared to if they are isolated. Thus, better market integration and an 
improved investment climate can move in tandem to spur development and diversification of an economy that is 
dominated by agriculture. Technological progress may be much enhanced if accompanied by market 
integration and the returns to investing in the capital stock are likely to be much higher in well-integrated 
markets (since capital enhances the productivity of labor).  
 
There are several other mechanisms which could explain why market integration could spur asymmetric 
growth: increasing returns to scale in the production of nonfarm goods; technological spillovers or other forms 
of agglomeration economies; preferences resulting in demand less skewed towards food if incomes are higher; 
and backward and forward linkages (Haggblade et al. 2007). Such effects are probably important, in which case 
they probably enhance the result of asymmetric growth. Demand for food is likely to play an important role. If 
one of the effects of market integration is to raise individuals' incomes and this in turn lowers the relative 
importance of food consumption, then this will certainly enhance the pattern of asymmetric growth in nonfarm 
production documented above. Technological or pecuniary externalities may also be important. For example, 
better access to information, inputs and skilled labor resulting from market integration will probably benefit the 
nonfarm sector. It should be noted, however, that some forms of externalities, e.g. technological spillovers, are 
likely to be highest in technologically advanced economies, and so be of limited importance in rural Ethiopia. 
 
The rural data are from the 2007 RICS-Amhara. Basic features of the nonfarm enterprise sector in Amhara are 
similar to the nonfarm enterprise sector in the four major regions of Ethiopia. The urban data are drawn from 
the 2006 Ethiopian Enterprise Survey (EES), which covered 14 towns and cities located in 7 regions of 
Ethiopia, with approximately half of the data coming from Addis. The EES comprised three separate surveys; a 
survey of 360 manufacturing firms and a survey of 124 services enterprises, as well as a survey of 126 micro-
enterprises. Enterprises in the former two surveys are referred to as “large” enterprises and were supposed to 
employ at least 5 employees, while firms in the microenterprise survey are referred to as “small” enterprises 
and were supposed to exclude firms with 5 employees or more. The sample of urban microenterprises exhibit 
similar characteristics to the rural enterprises: many firms were informal or unregistered family-run small 
enterprises, with high participation yet low profitability; many managers had low education and were young; and 
the market was predominantly localized. 
 
Source: Adapted from Söderbom and Rijkers, 2009; Rijkers, Söderbom and Loening, 2009. 
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C. RURAL AND URBAN ENTERPRISE PRODUCTIVITY 
Firms in rural towns are as productive as small firms in urban areas 
137. Overall, urban firms are much more 
productive than rural ones. The median 
value-added per full-time equivalent worker 
in large urban manufacturing firms, US$ 
1208, is almost 15 times as high as in rural 
towns, US$ 83. Labor productivity is even 
lower in remote rural areas. The relative 
dispersion of productivity is much higher in 
rural areas, indicating that there is less 
competition, which may explain why 
unprofitable firms manage to survive. 
Differences in labor productivity are 
strongly correlated with differences in the 
size distribution across rural and urban 
areas. 
138. Regressions on pooled small urban 
manufacturers and rural manufacturers’ data 
reveal that although firms located in remote 
rural areas are some 50-60 percent less 
productive than firms located in urban areas, 
firms located in rural towns are as 
productive as those in urban areas. The 
coefficient estimate on being located in a 
rural town is very similar to the coefficient 
estimate on being located in another major 
urban area or even in Addis, indicating that the benefits of agglomeration are concavely 
related to city-size. In other words, productivity levels of firms in rural towns are not very 
different from those in urban areas, but firms in rural remote areas are much less 
productive than firms located elsewhere. 
D. RURAL AND URBAN ENTERPRISE GROWTH 
Firms in rural areas, even rural towns, very rarely grow 
139. The large differences in the rural and urban size distributions suggest that the 
rural investment climate does not favor factor accumulation and growth. Comparing the 
average annual growth rate of workers in rural and urban firms indicates that this is 
indeed the case; whereas urban manufacturing microenterprises grow some 5 percent 
each year and large urban manufacturing firms grow an average 9 percent each year, the 
rural enterprise growth rate is less than one percent for enterprises located in rural towns 
and one percent for enterprises located in remote rural areas. In addition, rural enterprises 
are much less likely to invest, which is consistent with their lower capital intensity.  
Figure 20: Distributions of Value Added  
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Source: 2006/07 RICS-Amhara and 2006 EES. 
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140. Growth matrices of rural and urban manufacturing firms confirm that rural firms 
are mostly not growing, while there is a substantial movement across size categories in 
urban areas. In particular, the results reveal that a minority of currently medium and 
large-sized urban firms started as small firms, which indicates that small firms are 
capable of escaping their initial size category in urban areas, though the very smallest 
firms, 1-person enterprises, are least likely to do so. By contrast, all rural enterprises have 
remained small. 
 
Table 23: Ethiopia – Transition Matrix: Urban Manufacturing Firms, 2006 
Size at Start-up 
(employees) 
Current Size (employees) 
 1 2-5 5-10 10-5 50-100 >100 Total 
        
1  67% 25% 15% 0% 0% 0% 11% 
        
2-5 17% 69% 60% 31% 11% 1% 38% 
        
5-10 8% 4% 21% 24% 6% 1% 13% 
        
10-50  8% 1% 4% 43% 53% 27% 23% 
        
50-100  0% 0% 0% 2% 17% 11% 4% 
        
>100 0% 0% 0% 1% 14% 59% 12% 
        
Total 100% 100% 100% 100% 100% 100% 100% 
Source: 2006 EES. 
 
Table 24: Amhara – Transition Matrix: Rural Manufacturing Firms, 2007 
Size at Start-up  
(employees) 
Current Size  (employees) 
 1 person 2-5 persons Total 
1 person 98% 30% 85% 
    
2-5 persons 2% 70% 15% 
    
Total 100% 100% 100% 
    
Source: 2006/07 RICS-Amhara. 
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141. Basic growth regressions using information on the age of the firm and its size at 
start-up found that firms in rural towns do not grow faster than firms in other rural areas, 
despite being more productive (Rijkers, Söderbom, and Loening, 2009). The poor growth 
performance of rural firms suggests that the costs of dynamic losses due to market 
fragmentation may be many times higher than the static losses. In addition, the fact that 
firms in both rural towns and remote rural areas do not grow suggests that better 
integration of rural towns into the economy at large—for example by fostering stronger 
rural-urban linkages and interconnecting rural towns with each other and with urban 
centers—may help to achieve dynamic gains from clustering of economic activity.  
E. SUMMARY 
142. Comparing across rural and urban areas we find a substantial performance gap, 
with large differences in firm size, productivity and growth. Whereas a significant 
number of urban firms are very large, we find practically no firms with more than 10 
workers outside urban areas. Focusing only on small firms, we find that enterprises 
located in rural towns record very similar levels of TFP to those of urban firm and much 
higher levels of TFP than enterprises located in remote rural areas—defined as any rural 
area that is not a rural town. Despite their similarities, however, it appears that firms in 
rural towns are less able to realize growth potential than urban microenterprises. Urban 
microenterprises display a healthy dynamism whereas very few firms in rural areas, even 
in rural towns, grow their workforce. In conjunction with the finding that there are only a 
few large firms in rural areas, this suggests that conditions in rural areas are not 
conducive to firm growth.  
143. In sum, it seems the investment climate in rural towns can support comparable 
productivity performance of microenterprises, but cannot support comparable dynamic 
performance. This could be because the level of market integration in rural towns is not 
sufficient to generate incentives for firms to invest and expand, or possibly, because 
supply-side constraints present a more insurmountable barrier to growth in these areas. 
Overall, these findings suggest first, that rural towns should be a focus for development 
in rural areas; and second, that alleviating the barriers to growth in rural towns could 
potentially yield high returns if it releases the dynamic potential of small firms.
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7. POLICY OPTIONS FOR PROMOTING RURAL 
DIVERSIFICATION  
A. OVERVIEW 
144. This chapter focuses on the policy and programmatic implications of the findings 
in previous chapters. Ethiopia’s main strategy for rural development—as elaborated in 
the Plan for Accelerated and Sustainable Development to End Poverty (PASDEP)—seeks 
to address three over-riding challenges: (a) promoting growth within smallholder 
agriculture, (b) addressing food insecurity, and (c) creating centers of growth with strong 
linkages to the local economy. The Ethiopia Rural Investment Climate Assessment can 
inform the debate on alternative approaches to addressing these three key challenges. It 
also identifies opportunities for enhancing the potential contribution of the rural nonfarm 
economy. Summarizing the previous findings, the chapter first looks at the current 
limitations of the rural nonfarm economy in Ethiopia and explores options for enhancing 
the role of the sector. 
B. SUMMARY OF KEY FINDINGS FOR POLICY  
145. Ongoing population growth and land degradation increase the need for income 
diversification strategies. The PASDEP considers the promotion of nonfarm enterprise 
activity as an additional catalyst for rural development, though in practice promoting 
nonfarm activities has had a limited role, partly because of limited knowledge of the 
sector in Ethiopia, where it is often believed that rural equals agriculture. 
146. Ethiopia’s nonfarm enterprise sector is sizable and significant. About 25 percent 
of rural households participate in nonfarm enterprise and participation rates range from 
only 20 percent in Amhara to 37 percent in the SNNP region. Nonfarm enterprise profits 
on average account for 42 percent of total income among households that run an 
enterprise. By implication, nonfarm enterprise income represents around 10 percent of 
aggregate rural household income.  
Nonfarm enterprise more often complements than substitutes for agriculture 
147. Enterprise is predominantly part-time and complementary to agriculture. Despite 
high participation rates, very few households participate exclusively in nonfarm 
enterprise activity. Less than 3 percent rural households rely exclusively on income from 
nonfarm enterprises. The majority of nonfarm enterprises are run part-time, either in 
parallel with agriculture, or periodically as a substitute for agriculture to provide an 
alternative source of income in periods when the level of activity in agriculture is low.  
148. Policies to promote rural income diversification in Ethiopia should take into 
account theses seasonal patterns. Seasonality may act as a constraint to rural enterprise 
growth: an ebb and flow of labor into the activity only when it is surplus to agriculture 
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may hamper continuity and ability to upgrade skills and specialize. Moreover, as it is 
often risky or not worthwhile to establish the business on a permanent basis, seasonality 
can drive entrepreneurs into informality. Finally, and here in particular in the 
manufacturing and construction sectors, seasonality often implies an additional need for 
short-term capital, which cannot be easily met.  
Nonfarm income is important for those lacking alternatives 
149. Women are important actors in the sector and tend to rely more on nonfarm 
enterprise income. Female-headed households own nearly one-half of all enterprises. Yet, 
women head only one-fourth of households. This implies that almost every second 
household headed by a woman operates a nonfarm enterprise. Furthermore, nonfarm 
enterprise income tends to be more significant as a share of total income, or as the only 
source of income, for female-headed households. They are more likely to engage in 
nonfarm enterprise as a primary activity rather than a secondary complement to 
agriculture.  
150. Women, predominantly single women, are more likely to be ―pushed‖ into 
nonfarm enterprise because they face constraints in other domains, especially agriculture, 
and not necessarily because they are well positioned to exploit profitable market 
opportunities. Women tend to concentrate in activities with relatively lower revenues but 
also earn less than men do within the same sector. Although women’s enterprises are 
smaller and less profitable than men’s, they appear to offer an important opportunity for 
employment and income generation, especially for those in vulnerable situations such as 
single women and others without access to land. 
151. Although the relatively high participation of women in non-farm activities 
indicates that they do not face disproportionately high entry-barriers, policy support to 
non-farm activities should take into consideration the gender-specific nature of those 
activities. In particular, women face certain constraints more intensely than men: access 
to water, low demand, access to informal credit, and fear of not repaying a loan. Some of 
these may relate to the sector of activity and generally small scale of activity, but overall 
suggest that women have greater difficulties than men in solving the basic operational 
problems of their enterprises. 
152. Nonfarm enterprise is particularly important for poorer households. Similar to 
(and overlapping with) the case of female-headed households, the poorest quintile of 
rural households have highest participation in, and get the highest proportion of income 
from, enterprise activity. Analysis based on the WMS including nonfarm enterprise self 
employment and wage employment income found that an increase in nonfarm income has 
a small but negative effect on inequality. This suggest that promoting nonfarm activities, 
especially among disadvantaged groups, is not only a pro-poor development policy, 
reducing agricultural dependence, but also reduces inequality. 
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Average returns are low, but there is a lot of variation in performance 
153. Overall, the profits from nonfarm 
enterprise are low. In fact, at 5.6 Birr profits 
per workday, profits are less than a dollar per 
workday and are lower, on average, than the 
daily wage rate for casual agricultural 
workers. The average annual profit, averaging 
across inactive and active periods, is 340 Birr, 
or approximately US$ 27.  
154. Of course, there is a lot of 
heterogeneity across firms: some perform 
much better than the average, others much 
worse. Enterprises engaging in trading on 
average yield higher returns than enterprises 
engaging in services. The high returns to 
trading activities could reflect arbitrage 
opportunities due to limited economic 
integration. Manufacturing enterprises yield 
the lowest returns. Better performing sectors 
are those which require more significant start-
up capital. Mobile enterprises or those that 
operate close to a market are more profitable 
than others. Enterprises in rural towns perform 
better than those in remote rural areas. The 
performance of local agriculture affects 
productivity, probably because of an increase 
in local demand.  
155. There is a lack of growth and 
dynamism from within the sector, although 
there is high churn and increasing 
participation. Most enterprises are young, very 
small, and static.  Very few firms invest and 
grow. Average capital stock is in the region of 
US$ 16. Only 1 percent of all enterprises 
employ more than three workers and only 8 
percent of firms have expanded their labor 
force since start-up. Despite this it seems that 
nonfarm enterprises are close to their optimal 
size.  
Markets are small and fragmented 
156. The main constraints to growth are on the demand side. Self-reported data on the 
most severe constraint to running and starting-up an enterprise indicate markets, credit, 
Box 12: Allene, a Grain Trader from a 
Small Market Town 
Allene is a licensed trader from a small town 
situated at about 27 km away from the capital 
of a Wereda in Amhara Region, located along 
an important trade route. The town has about 
10,000 residents. The town does not have the 
status of municipality and infrastructure is 
precarious as no telephone line or electricity 
are available.  
Until 2000, he was a farmer and, like many 
other farmers in the area, he managed to 
accumulate capital from selling his agricultural 
products. In 2000, he had saved Birr 10,000 
and decided to start-up his own business, 
though he continues farming. He constructed 
a small mud house and started to trade grain. 
He used to buy directly from farmers and sell 
to grain traders in the town. He became a 
successful trader and expanded his business. 
He subsequently constructed a small 
warehouse and started to buy grain from local 
traders and sell it to wholesalers. Using 
brokers, he used to sell grain up to Addis 
Ababa. The brokers’ commission is up to 3 
percent of the sales or two Birr per quintal. 
The profit margin Allene gets is on average 
Birr 23 per quintal of grain. Allene mentioned 
that up to 2003 he had been very satisfied 
with the results of his business. 
In 2003, a new tax system was enforced and 
he was required to pay Birr 42,000 - what he 
called “a very unfair amount.” He paid the tax 
but decided to abandon grain trade. He gave 
up his grain trade license and started a 
transport business. In 2005, there was a tax 
reform, resulting in a reduction of taxes. Local 
authorities allowed the traders to apply for a 
recovery of previously paid taxes. Allene 
applied and recovered Birr 14,000 from the 
previously paid amount. Allene restarted 
trading grain. 
Allene mentioned that the town does not have 
the status of municipality, which often 
hampers businesses to get land for building 
premises and use their property as collateral 
for loans. He expressed concerns about the 
subjective way the taxes are still calculated. 
He also mentioned that cooperatives are 
engaged in grain trade. He feels that it has 
become difficult to compete. 
Source: Bakker (2007). 
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and to a lesser extent transportation, are the most important for all groups. Market 
demand is the most commonly cited constraint to running an enterprise, and is much 
more frequently cited in Ethiopia than in Tanzania for example, where due to a rapidly 
growing agricultural sector in recent years, demand-side constraints are limited and rural 
enterprise constraints operate mainly from the supply-side. Access to credit is the most 
common constraint for starting-up an enterprise. 
157. The survey findings and econometric analyses support the notion that demand-
side constraints are severe: 
 Markets are small and localized. For example, more than 90 percent of 
entrepreneurs walk to the market and very few firms sell to customers outside 
their own community.  
 Enterprise sales are also strongly correlated with the agricultural performance of 
local and adjacent communities. The reason appears to be that demand for 
nonfarm products is much higher when agricultural performance is strong. In 
addition, uncertainty regarding agricultural performance limits incentives to 
invest, at least in the short run.  
 Firms in rural towns perform better than those in remote rural areas.  
 
158. It seems that the combination of poor infrastructure and remoteness result in high 
transaction costs, as a result of which markets are small and highly localized. 
Consequently, demand for nonfarm enterprise products is low, which limits incentives to 
invest and expand and helps explain why most enterprises remain small.  
159. Policies facilitating the integration of markets would make nonfarm enterprises 
less dependent on the local rural economy, which may help these enterprises develop 
beyond supplying a small and volatile local market with low value-added products. 
Supporting market integration through the promotion and development of small market 
towns is a particularly promising policy option.  
C. POLICY OPTIONS FOR THE NONFARM ENTERPRISE SECTOR 
160. The Rural ICA has not identified binding supply-side constraints which severely 
limit the growth of the nonfarm sector. There are some investment climate problems, in 
particular in access to finance, transport and infrastructure, and to a lesser extent 
dissemination of technology. These issues and potential interventions are considered 
below. However, it appears that in the market environment faced by nonfarm enterprises 
these constraints do not ―bite‖ and the returns to alleviating them may be limited. 
161. Rather, the Rural ICA has found that low demand—due to small and fragmented 
markets, and volatile demand vulnerable on the performance of the agriculture sector—
are the major constraints to nonfarm enterprise, limiting returns and incentives to 
investment. On this issue there are two clear conclusions: (a) the nonfarm sector cannot 
be seen in isolation from agriculture; and (b) the promotion and development of small 
market towns is a promising area for intervention. 
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The nonfarm sector cannot be seen in isolation from agriculture 
162. Whilst nonfarm enterprise is secondary to agriculture for most people, it is a 
crucial alternative for others. This suggests that a balanced approach to rural development 
is needed which capitalizes on the linkages and complementarities between the sectors. 
163. This analysis has found that profits from agriculture are the major source of start-
up capital for nonfarm enterprises, that income from agriculture is a major source of 
consumption demand for nonfarm enterprises, and accordingly the performance of the 
nonfarm sector is affected by the performance of agriculture. This study has not looked 
explicitly at the impact of the nonfarm sector on agriculture but others have found that an 
increase in nonfarm income raises agricultural output and productivity because cash from 
nonfarm activities is used to buy agricultural inputs such as fertilizer (Woldehanna, 2000) 
164. From an overall policy perspective, the analysis highlights the need for a more 
balanced approach to promoting food security in Ethiopia. Currently, the focus is on 
revitalizing agriculture through investments in land rehabilitation and enhancing farming 
opportunities (through support to livestock investments, adoption of improved farming 
technology, and diversification to high value crops) together with a better-managed 
transfer system to households facing food shortages. 
165. Where possible, policymakers should capitalize on the complementarities 
between agriculture and the nonfarm enterprise sector. It is likely that policy reforms that 
benefit nonfarm enterprises also benefit the agricultural sector and vice versa. Better 
access to credit, upgraded transport facilities and improved insurance, for example, would 
benefit farmers and entrepreneurs alike. Moreover, enhanced agricultural performance is 
likely to stimulate the performance of nonfarm enterprises, while improved off-farm 
performance might stimulate agricultural growth, by acting as a ―pull‖ factor.  
166. On a more general level, to the extent that rural nonfarm enterprises are part of 
agricultural input and output markets or agricultural service delivery, their efficiency will 
support smallholder farming depending on the contribution of such services to improved 
agricultural performance. The analysis of the RICS provides little evidence of this 
linkage. Very few rural nonfarm enterprises are part of agricultural input and output 
markets and participation in rural service delivery is at best insignificant. Instead, most 
nonfarm activity is in production or trade for local consumption. This may be because 
production linkages are weak and there is some evidence in the literature that this is the 
case. For example, based on an analysis of nonfarm enterprises in Tigray, Woldehanna 
(2000) shows that nonfarm activities are strongly related to population density while 
weakly related to farm income, and argues that production linkages are weak because 
purchases of agricultural inputs and marketed surplus is low.  
167. This is a key policy issue. Clearly, the development of the agro-food processing 
system and the integration of smallholder farmers into this system are important for their 
growth. This is dependent on the efficiency of agricultural markets and such systems may 
be weakened if inter alia key rural actors (nonfarm enterprises that interface with farmers 
in this system) are absent, inefficient or face high transaction costs. Policy on agricultural 
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market development should therefore be based on an understanding of the role of 
different actors, including rural nonfarm enterprises, along the agro-food marketing and 
processing chain, and action taken accordingly—to develop appropriate support 
institutions and mechanisms that encourage the contribution of all actors to a vibrant 
supply chain. 
168. The PASDEP recognizes that integration and interdependence between the 
agricultural and industrial sectors play a key role in the country's economic development 
and bringing about socio-economic transformation. However, the linkages between the 
two productive sectors have remained very weak, and the industrial base of the economy 
has continued to be very limited. The on-going ADLI strategy, designed to address the 
underlying structural problems, targets these critical objectives. 
169. Possible actions include: 
 Continued emphasis on agricultural development as a major pre-requisite for 
interventions in support of the rural nonfarm sector. 
 Policies to promote rural entrepreneurship need to take into account the inter-
relationships with agriculture and heterogeneity of the rural nonfarm sector. 
 Interventions should aim to maximize spillover from related support (for 
example extension). 
Development of small towns and infrastructure   
170. The promotion and 
development of small towns as 
centers of marketing, commerce, and 
service delivery is an area of 
intervention which would support 
development of both the agriculture 
and nonfarm sectors. Others have 
argued that small towns are important 
for rural development. Dercon and 
Hodinott (2005) argue that small 
towns are key to improve welfare of 
rural Ethiopians. Woldehanna (2000) 
suggests that rural towns act as a 
focal point in the development of the 
rural economy and are essential to 
ensure adequate economic and social 
infrastructure to develop demand for 
high value goods. 
171. For the nonfarm and 
agriculture sectors alike, small towns 
serve as centers that can link itinerant 
and small-scale rural enterprises with 
often complex and far-flung trading, 
Box 13: Small Towns, Great Significance: Institutions 
Shaping Rural Enterprise Development in China 
In China, a dynamic rural nonfarm enterprise sector has 
been a major contributor to the country’s remarkable 
growth. In India, the growth in nonfarm enterprise output 
and employment has been rather stagnant. What can 
explain the observed patterns? Tracing the development 
for more than 20 years, Mukherjee and Zhang argue that 
the differences are due to the institutional system in both 
countries.  
Regulations initially intended to protect small enterprises 
in India may have hindered their growth compared to the 
more spontaneous experience in China. In the planned 
area, protection was mainly on the state-owned 
enterprises in China. With the success of agricultural 
reforms in the early 1980s, agricultural productivity 
increased dramatically, channeling surplus to the 
development of local rural enterprises. Since then, China 
gradually reduced protection, facilitated migration to 
small towns, and has adopted a fiscal decentralization 
policy, providing strong incentives for local governments 
to develop rural township and village enterprises.  
Facing tough competition, local governments must be 
innovative and rural enterprises must be competitive to 
survive in the market place. As a result, and benefiting 
from a policy promoting market linkages, the rural 
enterprise sector gradually took the share of previously 
state-owned enterprises. 
Source: Mukherjee and Zhang (2007). 
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administrative and service systems. For the nonfarm sector, the evidence suggests that 
growth of small towns would address fragmented markets, reduce transaction costs, 
accelerate specialization, and increase productivity. Similarly for the agriculture sectors, 
small towns would increase marketing opportunities, reduce transaction costs, and 
improve access to inputs.  
172. Since the returns to market integration seem to be highest at the lowest levels of 
market integration, promoting rural market towns appears to be a good way to enhance 
the productivity of the nonfarm sector. This would mean making small towns a focus for 
investment in transport, power, water, and communications infrastructure. Improved 
transport infrastructure connecting small towns with their rural surroundings is key to 
integrating markets and reducing transaction costs. Moreover international evidence 
shows that support activities, banks, marketing and service centers, training centers, etc, 
locate where infrastructure is high (Binswanger, 1989).  
173. Improved transport links between rural market towns and larger towns and cities 
is also an important consideration. The overall slow dynamic performance of rural 
nonfarm enterprises suggests that rural towns themselves might need to be better 
integrated into the regional and national economy to foster sustained growth. On the other 
hand, better transport links will lower the costs of distance and open up rural towns and 
remote rural areas to competition from the larger urban areas where firms benefit from 
economies of scale. Whilst this is desirable in terms of efficiency and growth, the 
location and distribution of the efficiency gains will be a concern. 
174. This suggests that, for the rural poor to benefit, better transport links will not be 
enough. In terms of commerce and service delivery, small towns will need to have a 
strong enough offering that they are not bypassed with easier access to a larger center. In 
terms of supporting the competitiveness of rural enterprises, small towns will need public 
investment in other infrastructure such as working premises, agro processing and storage 
facilities, and marketing facilities (on a cost recovery basis). These local investments and 
other programs to address investment climate constraints discussed below will have 
greater impact if firms have access to larger markets. Thus, better market integration and 
an improved investment climate can move in tandem to spur development and 
diversification. 
175. The PASDEP recognizes that inadequate road network and transport services 
have contributed to weak spatial integration, predominance of rural settlements in 
isolation from one another, and low economic activity. The Ethiopian Rural Travel and 
Transport Sub-Program focuses on reducing the travel and transport burden of the rural 
population by constructing road infrastructure, providing social and economic 
infrastructure facilities, and enabling the people to utilize the road infrastructure 
effectively. Plans for a Universal Electrification Access Program, expected to bring 
electrification to over 6,000 rural towns and villages and some 24 million within five 
years, will also open new opportunities for nonfarm enterprises.  
176. Whilst focusing on large towns and cities, the Government’s Urban Development 
Strategy is relevant to rural market towns. In particular, the fourth pillar of the strategy, to 
 
-72- 
promote rural-urban linkages, includes a Small-Towns Development Program, which will 
provide support services, such as development plans, basic services, and digital mapping 
to 600 small towns; preparing and providing management support resources for provision 
of basic services; and market infrastructure development in smaller towns. 
177. Possible actions include: 
 Stakeholder consultation and consensus on a regional pilot program to 
stimulate small market town development, private enterprise growth, and 
rural-urban linkages. 
 Prioritization exercise for investment in transport infrastructure and other 
public goods in small market towns based on spatial economic analysis and 
any local economic and business development strategies. 
 Some basic spatial master planning to prioritize and manage investment in 
infrastructure within rural towns. 
Improving access to finance in rural areas 
178. Access to finance is identified by entrepreneurs and non-entrepreneurs as a major 
barrier to participation. Moreover, the very low levels of capital in firms suggest it is an 
important issue with scope for improvement and potentially high returns, especially if 
improving access to capital and increase access among the poor to higher value added 
activities. 
179. Despite significant efforts during the past years, the rural financial markets in 
Ethiopia are still under-developed. Similarly to other developing countries, financial 
institutions find it difficult to operate in rural areas due to the high transaction costs 
involved. Coverage is therefore low although with the expansion of microfinance 
institutions it is slowly expanding. It is commonly estimated that banks, micro-finance 
institutions and multipurpose cooperatives cover less than the total demand. Microfinance 
institutions (MFIs) provide only a narrow range of financing products, focusing on 
agricultural inputs, short maturing loans and often on group responsibility, the latter not 
being favored among rural clients in Ethiopia.  
180. An important factor limiting access to credit is the low capital base of the MFIs.  
The Development Bank of Ethiopia seeks to supports MFIs through the Rural Finance 
Intermediation Program to address this issue and there may be scope to expand this 
support. Another approach to help address this gap is to build grassroots institutions to 
expand outreach of financial services to rural areas. In addition to micro-finance 
institutions, rural savings and credit cooperatives are slowly emerging as providers of 
financial services in rural areas within Ethiopia. International experience suggests that 
such financial cooperatives can be sustainable providers of financial services and that 
have proved to be a good conduit to increase rural outreach, including to the poor—there 
is a long track record of external intervention, much of it positive in its impact.  
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Box 14: Rural Finance in Ethiopia: Limited Access and Variety of Products 
Rural microfinance in Ethiopia has grown significantly. In 2001, some 23 microfinance institutions had a total 
of 460,000 clients with an estimated outstanding portfolio of about Birr 300 million in loans and Birr 240 million 
in savings. By the end of 2008, the number of lending institutions rose to 29 and the total number of clients 
over 2.2 million. Outstanding loans rose to almost Birr 4.8 billion and Birr 1.8 billion in savings. Active 
promotion of microcredit and some changes in the regulatory framework helped foster the development, 
including allowing MFIs to offer 12 specific services, the elimination of the cap on interest rates charged by 
MFIs, removal of the Birr 5,000 limit on loan sizes, and the extension of the loan repayment period for up to 
five years. Anecdotal evidence also suggests that growth of the microfinance industry led to a reduction in 
informal credit and moneylender interest rates. 
But supply does not meet demand for microfinance. In spite of enormous growth of the microfinance industry, 
virtually every sector in Ethiopia continues to consider access to finance as major obstacle. The demand for 
financial services largely exceeds supply, with the majority of the rural population not having access to them. 
According to the 2004 WMS, some 87 percent of rural households never used any microfinance service. 
Similarly, according to the 2007 RICS-Amhara, only 22 percent of the rural population and households 
residing in small towns report access to microfinance. Absence of competition among MFIs and high demand 
for financial services are the primary reasons for lack of market analysis and new product development. 
Few institutions are present and rural clients have limited choice. MFIs are the dominant formal providers for 
credit to small enterprises. Semi-formal lending institutions such as Iquib (Rotating Savings and Credit 
Association) are traditional institutions and popular by small entrepreneurs. Multi-purpose cooperatives and 
NGOs are present, but often deliver financial services in a fragmented way. The Ministry of Agriculture and 
Rural Development has been a major financier of input credit to farmers. Financial institutions typically lack 
skills and implementation capacity. MFIs mostly offer the same products with little variation. Moreover, the 
provision of financial services through non-financial institutions or non-specialist cooperatives only provides 
short-term relief, which may not be sustainable.  
 Market analysis, product development, and scaling-up successful experiences are important. One of 
the main problems is the availability of very limited variety of financial products and services, which is 
a particular challenge for small enterprises. MFIs in Ethiopia largely focus on agricultural clients and 
are often not financially viable. Although individual lending is allowed, most of the loans MFIs offer 
are on group guarantee methodology and for a short repayment period. But small enterprises often 
prefer individual loans to group loans with longer repayment periods. MFIs typically place no 
emphasis on the marketing their products and services. MFIs need to evaluate customer needs, 
conduct market analysis, and offer innovative products or services.  
 Rural Ethiopia lacks deeper outreach of savings mobilization. Most of the MFIs offer two types of 
savings products: compulsory savings for credit customers, and individual voluntary savings. But the 
outreach of savings services in rural Ethiopia is typically poor. In rural market towns savings 
mobilization could be an attractive option because the capacity for resource mobilization is typically 
higher than in rural areas, and with reduced administrative costs.  
 Gradual foreign investment in microfinance may enable the development of the industry. The existing 
regulatory framework does not allow foreign direct investment in financial services. As a result, MFIs 
do not have access to foreign microfinance expertise, management skills, and cheaper capital. But 
allowing foreign competition would facilitate in bringing the best out of the institutions involved. The 
industry would stand to gain by having access to the best financial management, operational 
practices existing in the rest of the world, and to the cheaper capital available in international 
markets. One option may be to gradually allow  foreign or NGO ownership in the MFI businesses. 
 Human resource development is important. A focus on providing training and business development 
services would enable MFIs to graduate into activities and financial products that are in demand. 
Linking rural markets better to major urban markets would expand the opportunities for rural nonfarm 
businesses, and help to a great extent in their income generation. In turn, this would also help the 
growth of MFIs, through increased credit demand from its customers. 
Source: Bakker (2007) and Ramaswamy (2008). 
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181. One must keep in mind, however, that while in buoyant rural economies 
injections of credit can play a valuable role in enabling the poor to participate in growing 
market niches, in stagnant rural markets, enhancing access to finance may yield limited 
results, as it would merely encourage new entrants into an already constrained 
environment. Neither is credit the only factor for effective participation in the nonfarm 
sector. Its impact is often felt in conjunction with other constraints such as access to 
inputs, and limited business skills. Credit initiatives to promote rural diversification must 
therefore be accompanied by market development through the identification and delivery 
of a limited number of key missing ingredients along supply chains most relevant to the 
rural nonfarm economy.   
182. Possible actions include: 
 Review current efforts to improve access to credit in rural areas focusing on 
the need to increase coverage and to promote more flexible product lines.  
 Invest in grassroots financial institutions and supply chains relevant to the 
rural nonfarm enterprise.  
 Feasibility analysis for market potential of urban and semi-urban/rural mobile-
banking taking into consideration infrastructure and regulatory constraints. 
 Pilot for mobile-banking schemes in urban and semi-rural areas. 
 
 
Box 15: Rural Enterprise Support in Ethiopia: A Crowded Landscape 
The policy and institutional environment for nonfarm enterprises includes many actors at the federal, regional 
and local levels including the Ministry of Agriculture and Rural Development, the Ministry of Trade and 
Industry, the Federal Micro and Small Enterprises Development Agency and their local and regional offices.  
The non-commercial support system provides services on a no-fee basis to encourage and enable micro-
enterprises. The main actors are the Micro and Small Enterprise (MSE) support centers and to a lesser 
extent NGOs. NGOs are predominantly active in food insecure Weredas.  
 
In an exploratory analysis undertaken by Bakker (2007) in two Weredas, Meket in North Wello and Burie in 
West Gojjam, one MSE support center focused exclusively on the Wereda capital while the other provided 
support to rural entrepreneurs because it was supported by Food Security Program funding. In both 
Weredas, the major reason for promoting MSEs is their capacity to create jobs through self-employment, 
especially for young people and women. Indeed the number of jobs created is a key performance indicator. 
There are no indicators relating to the growth and sustainability of the MSEs which seems to indicate that 
there is a lower emphasis placed on MSE’s performance and sustainability. This imbalance in priorities may 
undermine identification and establishment of MSEs with real growth potential.  
NGOs are predominantly active in the food insecure areas. Besides the positive role in providing direct 
support to MSEs, the NGOs make an important contribution in building the capacity of the government staff 
to provide business development services and to foster the consolidation of the private sector. In food secure 
Weredas, where very few NGOs operate, the government staff more often lack the financial and technical 
skills necessary to support MSE development.  
The MSE support service is well represented at all levels and the coordination and communication between 
offices, and with other departments and institutions such as NGOs, is good. The Wereda and zonal offices 
have motivated young staff with good technical knowledge but weaker business development skills. The 
kebele extension agents, however, are overstretched and hindered by poor transport. Overall, the activities 
and services provided seem to be supply driven, reflecting policy objectives. A demand driven offering would 
probably include more training in business and management skills for new and established entrepreneurs.  
Source: Bakker (2007) and Mulugeta (2007). 
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Providing support to entrepreneurs  
183. This section looks briefly at the institutional support arrangements for nonfarm 
entrepreneurs in rural Ethiopia and considers three mains areas of support to 
entrepreneurs: promotion of improved technologies; skills development; and support to 
clusters of similar businesses with growth potential. 
184. The major actors providing business support in rural areas are government 
agencies, mainly the Offices of Agriculture and Rural Development and Regional Micro 
and Small Enterprises Development Agencies (MSE support centers). Some NGOs are 
active in providing business development and technical training (carpentry, masonry) but 
their scope is very limited. Of these institutions, it is the MSE support centers located at 
the Wereda and in some cases Kebele levels that have primary responsibility for nonfarm 
enterprise development. Agricultural Technical Vocational Education and Training 
centers and Farmers Training Centers also play a role in nonfarm skills development and 
creating opportunities for skilled labor to participate in rural nonfarm enterprise. 
185. The impact of support services on the rural nonfarm sector has been minimal; 
perhaps because support is uneven and these institutions are new, under-funded, and 
focus on urban areas. Service delivery for both skills development and introduction of 
new technology is likely to remain in the public domain for the near future. 
Internationally, there are significant successes in public provision of services related to 
rural nonfarm enterprise, especially in the area of technology development and 
dissemination. However, less successful examples also abound. On balance, experience 
suggests that such efforts must: (a) focus on key widely produced products/services; (b) 
link with local input suppliers (importers, manufacturers, repair services) to ensure 
sustained and affordable access to the necessary inputs; and (c) provide short-term 
assistance in facilitating the transition of small firms to new technologies and possibly 
also to new marketing channels (Haggblade et al, 2007).  
186. The type of technology applied in nonfarm enterprises and opportunities for 
innovation affect the costs of production and service delivery, competition, access to 
lucrative markets, and adherence to quality standards. Advances in technology within the 
nonfarm economy may take place through private innovation and adaptation of external 
technologies, or through promotion by external actors such as the Government or NGOs. 
A review of a large number of case studies by Haggblade and others (2007) document 
fewer instances of technological advance through private actors in countries where 
agriculture is at a low level as such regions offer fewer economic incentives for 
technological advancement. Nevertheless, there are some notable successes in promoting 
innovation in the nonfarm sector by NGOs and government technology institutes in such 
contexts, resulting in significantly increasing revenues to rural households in resource 
poor areas.  
187. Support to groups of similar businesses affected by the same supply-side 
constraints is efficient and seems to be a promising area of intervention, especially for 
local NGOs (Haggblade et al, 2007). Support would probably need to focus on activities 
with market potential outside the immediate area and promotional efforts focus on 
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matching local resources to external, even international, consumers. Support would 
include supply chain reviews and problem solving on an activity by activity basis. In 
particular solutions may be found to collective action problems and facilitate group 
solutions such as machinery and equipment leasing or bulk buying of inputs. A 
comprehensive support program may require additional skills, resources and capacity 
building for the local MSE support centers and extension services, building on the 
experience of the current cluster development pilot project within the Federal Micro and 
Small Enterprises Development Agency.   
188. The Rural ICA has not looked explicitly at the relationship between  business 
skills, or indeed vocational skills, and the rural nonfarm economy but the overall 
impression created is that entrepreneurial skills are underdeveloped. Whilst the study has 
looked at the impact of education on the sector and found that additional years of 
schooling is positively associated with enterprise start-up and participation, the 
relationship between education and enterprise performance is more ambiguous. What can 
be said with confidence is that formal education remains at a very low level in rural 
Ethiopia and that generally the returns to education in rural areas are high, and are 
perceived to help relieve the pressure on agriculture to absorb all of the rural workforce 
by opening up other options, especially to young people. 
189. Skills development for the rural labor force remains within the public domain 
with virtually no private training institutions targeting rural areas. Traditional 
apprenticeships in the nonfarm sector may constitute an important contribution but this is 
un-researched. Technical and Vocational Training Colleges, and various public training 
institutions for specialized services such as agricultural extension, veterinary services, 
and human health services. Of these institutions, it is the MSE support centers (mandated 
to serve both rural and urban areas) that have primary responsibility for delivering 
training to rural entrepreneurs among a host of other responsibilities. 
190. Strengthening small and micro enterprises is explicit in the ADLI and in addition, 
there is a National Micro and Small Enterprise Development Strategy. In particular the 
strategy recognizes that MSEs are important in the context of Ethiopia’s poverty 
reduction strategy as they are seedbeds for the development of medium and large 
enterprises (vertical integration), and because they absorb agriculturally under-employed 
labor, and diversify the sources of income for farming families (horizontal integration). 
191. Possible actions include: 
 Review of strengths and weaknesses and measures implemented by line 
ministries and regional governments.  
 Establish a monitoring team to supervise agreed implementation arrangements 
by line ministries and regional governments. 
 Consider extending the scope of extension services to include nonfarm 
enterprise. 
 Consider developing local economic and business development strategies. 
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192. Possible actions on the support provided include: 
 Review of experiences by NGOs and public service delivery systems 
including cost-benefit analysis of interventions. 
 Take successful experiences in delivery of services (skills development and 
advisory services, technology dissemination) to scale as appropriate. 
 General market development efforts through the identification and delivery of 
a limited number of key missing ingredients along supply chains most 
relevant to the rural nonfarm economy. 
Considering gender implications in the provision of support 
193. Investment climate and enterprise development policies should be mindful of the 
different needs and constraints experienced by women entrepreneurs. However, if 
targeted appropriately, the some of the highlighted program areas—access to finance, 
supply chain reviews, and skills development—appear to be particularly relevant. 
Targeting female entrepreneurs would be in particular of interest at the project level, 
considering government or donor supported investments that aim to enhance rural 
entrepreneurship. 
Addressing food insecurity through nonfarm enterprise 
194. Setting up a nonfarm enterprise is a critical and effective household livelihood 
strategy, important in optimizing labor use among households unable to apply available 
labor and/or skills optimally in farming—due to lack of complementary resources such as 
productive assets or land, because of an inadequate mix in adult labor, or simply because 
of excess labor. This is especially relevant for food insecure households that tend to have 
small and often degraded land holdings, insufficient livestock (oxen, sheep and goats—
that have been disposed off in response to shocks) necessary for the mixed farming 
systems carried out in most Ethiopian highlands, and in some cases inadequate adult 
labor. The main limitations are the low opportunities for nonfarm enterprises in food 
insecure areas (even as a secondary activity) and the low level of profits generated.  
195. The presence and income from nonfarm activities can help households cope better 
with shocks and be more food secure. This suggests that even low-return nonfarm 
activities may prove to be important from a welfare point of view, although not 
necessarily a substitute for higher-return activities, such as wage labor. In food insecure 
rural areas, the nonfarm sector could potentially play a very important role in ensuring 
rural livelihoods.  
196. Policies seeking to address food insecurity in rural Ethiopia should consider the 
potential contribution of the rural nonfarm enterprise sector. Current support programs 
for food insecure rural households such as the PSNP provide an alternative livelihood—
essentially an additional income source to farming resulting from wage labor. The share 
of total income derived from nonfarm enterprise is relatively low in food insecure areas, 
particularly in the purely rural areas. But promoting nonfarm enterprise may offer a 
sustainable alternative. Consideration should be given to understanding why participation 
is currently lower in insecure areas, particularly among women; and access to external 
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markets not vulnerable on local agricultural performance. The recommendations above, 
particularly on the development of small towns and infrastructure, are relevant.  
197. A topic for further study is labor-based safety nets and engagement in nonfarm 
enterprises. The share of social benefits in total income, which is predominantly 
cash/food-for-work transfers, is much higher than enterprise income in food insecure 
areas. This suggests that participation in the PSNP—which targets the poor households 
and has flexible demand for household labor—may well offer a better livelihood strategy 
than rural nonfarm employment. Nevertheless, the PSNP is a temporary mechanism and 
it is evident that nonfarm enterprises do provide complementary income source for poor 
households.  
198. It is therefore important that policies seeking to address food insecurity in rural 
Ethiopia also consider the potential contribution of rural nonfarm enterprise. The 
PASDEP recognizes focusing on crop and livestock production alone may not entirely 
solve the problem of food insecurity in some areas. For such areas, income diversification 
through promoting nonagricultural activities is of paramount importance. Policy makers 
should explore further the role of the nonfarm economy in promoting improved welfare 
of poor, food insecure households, the interaction between labor-based safety nets and 
engagement in nonfarm enterprises. 
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ANNEX 1: SELECTED SUMMARY TABLES 
 
Table 25: Ethiopia – Participation Rates, Industry Type, and Mean Age of Enterprises, 2007 
    
Nonfarm 
participation 
Industry type 
Mean 
Age 
    Manufacturing Trade Services Total 
  % % % % % N 
Rural Ethiopia 24.6 36.4 52.1 11.5 100 6.1 
Region        
 Tigray 22.4 30.9 56.6 12.5 100 6.3 
 Amhara 18.2 45 42.6 12.5 100 7.3 
 Oromia 22.9 36.2 51.9 11.9 100 5.8 
 SNNP 36.6 31.9 57.8 10.2 100 5.6 
Zones in Amhara       
 North Gonder 15 53.4 35.5 11.1 100 8.3 
 South Gonder 10.6 52.5 40.7 6.9 100 7.7 
 North Wello  10.6 51.8 40.1 8.1 100 10.9 
 West Gojjam  16.2 53.8 33.9 12.4 100 7.5 
Gender of Household Head       
 Male 15.1 23.5 64.3 12.2 100 5.5 
  Female 40.8 50 37.8 12.3 100 6.4 
Source: 2006/7 RICS-AgSS. 
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Table 26: Ethiopia – Percentage Distribution of Enterprises by Constraints that Prevent Operations and Growth, 2007 
    Electri- 
city 
Tele-
communications 
Water Trans-
portation 
Financial 
services 
Market
s 
Govern-
ment 
Safety Tech-
nology 
Registration 
& Permits 
Taxa-
tion 
Labor 
issues 
 % % % % % % % % % % % % 
Rural Ethiopia 1.4 0.2 1.1 12.9 36.4 38.7 2 0.8 2.2 0.2 0.5 3.6 
Region              
 Tigray 2.8 0 7.4 10.7 22.2 41.5 1.1 3.8 2.9 0.5 0.3 6.9 
 Amhara 3.4 0.1 1.3 12.4 28 42.5 3.4 0.7 3.5 0.3 1.3 3.1 
 Oromia 0.5 0 0.2 15.3 35.7 40.6 2 0.5 3 0.2 0.1 2 
 SNNP 0.6 0.7 0.8 10.9 45.6 33.4 1.3 0.6 0.3 0.1 0.3 5.3 
              
Zones in Amhara             
 North Gonder 0.7 0.6 0 9.7 28.6 52.7 0 0.8 1.2 0.4 0 5.3 
 South Gonder 2.3 0 0 5.7 36.1 38.1 3.4 1.3 5.8 1.3 0.7 5.3 
 North Wello 5.6 0 1.2 7.6 20.1 60.8 0 0.6 2.9 0.6 0 0.6 
 West Gojjam 4.7 0 0 12 31.4 46.2 1.1 1.2 1.3 0 1.2 0.8 
              
Industry type             
 Manufacturing 2.4 0.4 2.4 9.6 28.8 46.9 0.7 0.4 4.1 0.2 0.4 3.9 
 Trade 0.2 0.2 0.1 15.8 43.5 31 2.9 1 0.8 0.2 0.6 3.6 
 Services 3 0 1.1 10.4 29.4 46.9 2.5 0.9 2.5 0.1 0.4 2.9 
              
Gender of Household Head             
 Male 1.6 0 0.3 15.6 34 36.9 3 0.8 2.4 0.5 0.7 4.2 
 Female 0.9 0.4 2.5 10.2 35.8 42.8 0.6 0.8 2 0 0.1 4 
              
Number of employees             
 1 employee 1 0.2 0.8 11.8 36.8 40.5 1.6 0.7 2.2 0.1 0.5 3.6 
 2-3 employees 2.1 0.3 1.9 15.9 34.1 34.8 3.5 0.8 2.5 0.3 0.5 3.4 
 4-9 employees 5.7 3.9 0 21 23.7 42.6 0 0 0 3.2 0 0 
  10+  employees 24.4 0 0 21.7 11.9 42.1 0 0 0 0 0 0 
Source: 2006/7 RICS-AgSS. 
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Table 27: Ethiopia – Percentage Distribution of Households by Constraints that Prevent Opening a Nonfarm Business, 2007 
 
 
 
    All households 
  Any household 
member plan to 
open a nonfarm 
enterprise 
Electrici
ty 
Tele- 
commun
ications 
Water Postal 
service 
Trans-
portation 
Financial 
services 
Markets Govern-
ment 
Safety Tech-
nology 
Regis-
ration & 
Permits 
Taxa-
tion 
Labor 
issues 
Total 
  Yes No 
  % % % % % % % % % % % % % % % %   
                  
Rural Ethiopia 22.9 77.1 0.6 0.1 0.4 0 9.3 40.4 24.2 0.9 0.5 6.7 0.3 0.2 16.5 100 
                  
Region                 
 Tigray 17.7 82.3 0.9 0.1 1.3 0.1 8.3 45.3 20.9 0.8 0.5 5.6 1 0.2 15 100 
 Amhara 15.4 84.6 1.5 0.1 0.3 0 8.3 39.6 28.8 0.8 0.3 8.5 0.2 0.2 11.3 100 
 Oromia 22.6 77.4 0.1 0.1 0.1 0 12 39.8 23.3 0.8 0.6 7.8 0.2 0.1 15.3 100 
 SNNP 34.9 65.1 0.3 0.2 0.8 0 6.4 41 20.9 1 0.5 2.9 0.4 0.2 25.5 100 
                  
Zones in Amhara                 
 North 
Gonder 
20 80 0.1 0 0.1 0 11.7 40.3 24.7 0.4 0.3 7.7 0.1 0 14.6 100 
 South 
Gonder 
14.8 85.2 0.1 0.2 0 0 2.9 47.1 18.2 0.8 0.8 3.9 0.1 0.1 25.9 100 
 North Wello  17.1 82.9 1.5 0.1 0.1 0.1 5.7 43.6 24 0.5 0.2 5.3 0.3 0.2 18.6 100 
 West 
Gojjam  
11.6 88.5 0.7 0.3 0.3 0 10.5 49.5 28.6 0.8 0.3 5.2 0.2 0.1 3.6 100 
                  
Gender of 
Household Head 
                
 Male 22.3 77.7 0.7 0.1 0.3 0 10 40.2 24 1 0.4 7.4 0.3 0.1 15.5 100 
  Female 19.6 80.4 0.5 0.1 0.9 0 7.6 40 25.9 0.3 0.7 5.2 0.2 0.2 18.5 100 
Source: 2006/7 RICS-AgSS. 
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Table 28: Ethiopia – Percentage Distribution of Enterprises by Main Reason for Starting an Enterprise, 2007 
    
Househol
d lost 
wage 
earnings 
No 
access 
to agric 
land 
Low/volatile 
agric income 
Obtain 
income to 
support 
agricultural 
work 
Market 
opportunity 
Support 
from 
NGO/co-
operative 
Advice 
from 
relatives/ 
friends 
Social & 
economic 
independence Other 
  % % % % % % % % % 
Rural Ethiopia 1.9 11.3 28.7 47 3.3 0.1 2.6 1.7 3.4 
           
Region           
 Tigray 3.7 17.9 26.2 41.1 7.5 0 0.8 0 2.8 
 Amhara 2.9 17.1 28.7 41.1 4.2 0.3 2.4 0.9 2.4 
 Oromia 1.2 10.1 23.8 51.9 2.3 0.2 3.4 1.1 5.9 
 SNNP 1.6 7.7 34.6 46.6 3 0 2 3.1 1.4 
           
Zones in Amhara          
 North Gonder 5.5 8 28.2 45.3 10.2 0.5 1.7 0 0.6 
 South Gonder 5.9 16.6 37.5 34.5 3.6 0 1.2 0 0.7 
 North Wello  1.7 9.4 30.6 49.1 1.9 0 0 6.7 0.6 
 West Gojjam  0.5 11.5 27.3 48.3 4.8 0 0.7 3.9 3.1 
           
Industry type          
 Manufacturing 2.3 12.2 26.5 49.1 3.1 0.2 2 1.5 3.3 
 Trade 1.6 10.4 30.7 46.4 3.2 0 2.9 1.7 3.1 
 Services 1.9 12.8 26.6 43.4 4.1 0.7 3 2.3 5.2 
           
Gender of Household Head          
 Male 1.1 9.3 29 50.3 3.4 0 3.5 1.9 1.4 
 Female 2.7 13.4 27.3 43.6 3.1 0.3 2 1.3 6.3 
           
Number of employees          
 1 employee 1.8 11.9 29.5 45.5 2.8 0.1 2.4 1.9 4.1 
 2-3 employees 2.1 11.8 26.8 48.6 4.8 0.3 2.9 1 1.7 
 4-9 employees 0 5.5 20.7 62.9 0 0 0 0.9 10.1 
           
  10+ employees 0 0 0 87 0 0 13 0 0 
Source: 2006/7 RICS-AgSS. 
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Table 29: Ethiopia – Percentage Distribution of Enterprises by Main Source of Start-up Capital, 2007 
 
    
Agricultural 
income 
Nonfarm 
self-
employment 
income 
Wage or 
salary 
income Remittances 
Sale of 
assets 
Bank or 
co-
operative 
loan 
Family 
or 
friends 
Private 
money 
lenders Other 
  % % % % % % % % % 
Rural Ethiopia 59.2 8.5 1.2 0.3 0.6 1.8 11.5 9.9 6.9 
           
Region           
 Tigray 47.2 15.7 2.8 0.5 2.6 10 8.4 8.4 4.5 
 Amhara 59.2 9.2 1.3 0.2 0.7 3.6 10.6 7.3 8 
 Oromia 60.9 8.1 1.1 0.5 0.5 0.8 10.4 8.6 9.1 
 SNNP 59.6 7.2 1 0.2 0.4 0.3 13.9 13.3 4.2 
           
Zones in Amhara          
 North Gonder 51.3 15.7 0 0.1 0.3 2.5 14.6 6.6 9.1 
 South Gonder 55.4 7.7 1.9 0 0 5.5 9.5 12.7 7.5 
 North Wello  66.3 3 1 0 0.6 6.3 11.6 2.5 8.7 
 West Gojjam  56.5 5.9 5.2 0 0.4 2.8 12.4 8.9 7.9 
           
Industry type          
 Manufacturing 61.3 9.4 0.9 0.3 0.8 0.6 10.4 8.9 7.5 
 Trade 58.9 7.5 1.1 0.1 0.5 2.9 13.4 11.3 4.4 
 Services 54.1 10.2 2.8 0.9 0.6 1 6.8 7 16.6 
           
Gender of Household Head          
 Male 65 7 1.6 0.7 0.7 2.5 9.7 7.3 5.6 
 Female 55.1 8.4 1.2 0 0.8 1.5 11.5 12 9.6 
           
Number of employees          
 1 employee 58.5 8.2 0.8 0.1 0.5 1.8 12.6 9.8 7.8 
 2-3 employees 58.3 10.9 2.3 0.5 1.2 2.4 10.2 9.8 4.4 
 4-9 employees 77.9 1.3 0 0 0.8 1.3 0 0 18.7 
  10+ employees 88.6 11.4 0 0 0 0 0 0 0 
Source: 2006/7 RICS-AgSS. 
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 Table 30 : Ethiopia – Percentage Distribution of Enterprises Closure, 2007 
    
Operating today Duration of 
closed 
enterprises 
Plan to reopen 
  Yes No 
Years 
Yes No 
  % % % % 
      
Rural Ethiopia 74.8 25.2 4.6 62.5 37.5 
       
Region       
 Tigray 69.4 30.6 4.9 42.7 57.3 
 Amhara 75.6 24.4 5.1 54.9 45.1 
 Oromia 73.2 26.8 4.6 63.5 36.5 
 SNNP 77.1 22.9 4.3 72.2 27.8 
       
Zones in Amhara      
 North Gonder 68.1 31.9 6.1 62.3 37.7 
 South Gonder 77.7 22.3 5.2 50.3 49.7 
 North Wello  76.6 23.4 8.2 38.1 61.9 
 West Gojjam  71.8 28.2 3.7 40.3 59.7 
       
Industry type      
 Manufacturing 79.5 20.5 7.2 57.2 42.8 
 Trade 69.8 30.2 3.3 67.7 32.3 
 Services 82.7 17.3 5.2 46.5 53.5 
       
Gender of Household Head      
 Male 75.5 24.6 3.9 62 38 
 Female 74.1 25.9 4.9 57.2 42.8 
       
Number of employees      
 1 employee 74 26 4.3 64.3 35.7 
 2-3 employees 80.1 19.9 5.6 60.3 39.7 
 4-9 employees 88.2 11.9 17.3 37.9 62.1 
  10+ employees 58.5 41.5 5.3 28.5 71.5 
 Source: 2006/7 RICS-AgSS. 
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Table 31: Ethiopia – Enterprises by Number of Employees, Sales Growth, and Share of Profits in Household Income, 2007 
 
  
  
Category 
  
Workers at 
start-up 
Current 
workers 
Average 
sales  
Perceived change in sales in past year 
Estimated share of 
household income 
from enterprise 
profits 
Share of 
enterprise sales 
going to 
operating cost  Increase No change Decrease 
No No Birr % % % % % 
Rural Ethiopia 1.3 1.4 393 50.8 20.2 29.1 37.4 51.5 
          
Region          
 Tigray 1.5 1.7 447 45.5 23.8 30.8 38.6 37.3 
 Amhara 1.2 1.3 297 40.8 23.6 35.7 36.5 46.6 
 Oromia 1.3 1.4 365 55 16.9 28 41.1 49 
 SNNP 1.4 1.5 478 53.6 20.8 25.6 33.8 60.1 
          
Zones in Amhara         
 North Gonder 1.2 1.4 444 42.2 27.2 30.6 44.4 49.4 
 South Gonder 1.1 1.2 357 43 23.9 33.2 36 44.5 
 North Wello  1.3 1.3 348 40.3 18.9 40.8 40.8 40.6 
 West Gojjam  1.3 1.6 330 45 21.5 33.5 44.2 45.4 
          
Industry type         
 Manufacturing 1.3 1.4 169 48 25.2 26.8 37.8 45.5 
 Trade 1.3 1.4 579 54 17.5 28.6 35.6 57 
 Services 1.4 1.5 269 45.2 16 38.9 44.3 45.8 
          
Gender of Household 
Head         
 Male 1.4 1.5 567 58 17.5 24.5 38.3 53.1 
 Female 1.2 1.2 154 43 22.3 34.8 37.1 48.7 
          
Number of employees         
 1 employee 1 1 321 50.4 20.8 28.7 37.5 49.9 
 2-3 employees 1.9 2.2 557 53.2 17.5 29.4 37.4 53 
 4-9 employees 4.2 5.9 1,267 47.1 5.9 47.1 45.8 65.4 
  10+ employees 15 30 1,473 53.9 0 46.1 19 51.7 
 
          Source: 2006/7 RICS-AgSS. 
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Table 32: Ethiopia – Average Distance to Agriculture Input and Output Markets and All-weather Roads, 2007 
    All households With enterprise Without enterprise 
    
Distance 
to 
markets 
in km 
Distance 
to 
markets 
in mins 
Distance 
to road 
in km 
Distance 
to road 
in mins 
Distance 
to 
markets 
in km 
Distance 
to 
markets 
in mins 
Distance 
to road 
in km 
Distance 
to road 
in mins 
Distance 
to 
markets 
in km 
Distance 
to 
markets 
in mins 
Distance 
to road 
in km 
Distance 
to road 
in mins 
Rural Ethiopia 8.1 78 11.1 103 7.1 66 10 90 8.4 82 11.5 107 
              
Region              
 Tigray 10 91 8.4 108 8.8 68 7 114 10.2 97 8.7 107 
 Amhara 9.1 88 13 126 8.2 75 12.5 110 9.3 91 13.1 129 
 Oromia 8.3 82 9.6 83 7.8 76 7.8 71 8.4 84 10.1 87 
 SNNP 6 54 11.5 104 5.4 48 10.5 94 6.3 58 12 110 
              
Zones in Amhara             
 North Gonder 9.9 94 20.5 218 7.4 72 15.7 154 10.3 98 21.4 229 
 South Gonder 9.4 94 13.8 137 8.9 88 10.5 105 9.5 95 14.2 140 
 North Wello  8.6 85 13.8 130 9.3 91 15.9 146 8.6 84 13.6 128 
 West Gojjam  8.1 85 12.2 127 6.9 73 12 119 8.4 88 12.2 128 
              
Gender of Household Head 
 Male 8.3 80 11.4 106 7.3 69 9.6 88 8.4 82 11.7 109 
  Female 8 75 10.9 100 7.2 66 11.1 100 8.5 82 10.7 100 
 
Source: 2006/7 RICS-AgSS and 2006/7 RICS-Amhara. 
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 Table 33: Amhara – Number and percentage distribution of Socio-economic Characteristics of Enterprise Owners 
 
  
Amhara Urban  Rural 
Zones 
Gender of household 
head 
 
  
North 
Gonder 
South 
Gonder 
North 
Wello  
West 
Gojjam  Male Female 
  % % % % % % % % % 
Gender           
 Male 43.6 36 46 38.7 48.7 53.7 42.7 70.6 4.2 
 Female 56.4 64 54 61.4 51.3 46.3 57.3 29.4 95.8 
           
Age category           
 Less than 25 12.7 16.7 11.4 13.1 8.6 5.1 18.1 12.7 12.6 
 25-34 26.3 24.8 26.8 23.8 28.6 28.8 27.2 31 19.4 
 35-44 29.7 25.1 31.2 35.9 28.3 21.6 25.7 32.2 26.1 
 45-54 17.1 20.9 15.8 14.4 16.9 20.3 19.3 11.3 25.4 
 Over 55 14.3 12.6 14.8 12.7 17.5 24.3 9.9 12.8 16.5 
           
Education level           
 No schooling 70.9 58.2 74.9 73.8 71.7 67.2 68 62.4 83.2 
 primary school 24.2 29.3 22.5 21.9 23 26.6 26.9 31.5 13.4 
 Above primary school 5 12.5 2.6 4.4 5.3 6.2 5.1 6.1 3.3 
 Source: 2006/7 RICS-Amhara. 
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          Table 34: Amhara – Percentage Distribution of Enterprises by Start-up Capital Category 
    Amount of start-up capital (Birr) 
Mean Start-
up capital 
   
Less 
than 
1,000 
1,000-
5,000 
5,000-
10,000 
More 
than 
10,000 Total 
  % % % % % No 
Amhara  87.9 9.8 0.8 1.6 100 596 
        
Urban  85.4 10.3 2 2.3 100 808 
Rural  88.7 9.6 0.4 1.3 100 524 
        
Zones in Amhara       
 North Gonder 89.8 9.2 0.4 0.7 100 402 
 South Gonder 93.7 6.3 0 0 100 233 
 North Wello  85.3 13.2 0.7 0.7 100 438 
 West Gojjam  82.7 11.4 1.8 4.2 100 1,175 
        
Sector        
 Manufacturing 95.5 2.5 0 2.1 100 470 
 Trade 77.7 20.1 1.3 1 100 775 
 Services 75.7 20.4 3.4 0.4 100 785 
Gender of Household Head       
 Male 81.2 15.1 1.3 2.4 100 884 
  Female 97.8 1.9 0 0.3 100 167 
         Source: 2006/7 RICS-Amhara.
-89- 
 
Table 35: Amhara – Number and Percentage Distribution of Households by Source of 100 Birr in Case of Emergency, All Households 
 
Source: 2006/7 RICS-Amhara. 
 
 
 
 
 
 
 
 
   All Households 
  
Ability to raise 100 
Birr 
Source of 100 Birr in case of emergency 
    
Sale of 
animal 
product 
Sale of 
crops 
Sale of 
forest 
product 
Sale of   
Household 
assets 
Own 
cash 
Bank 
savings 
account Equb Edir 
Loan 
from 
Bank 
Loan/gifts 
from 
family/ 
friends 
From 
nonfarm 
enterprise Other 
  No % % % % % % % % % % % % % 
                
Amhara  1,144,010 63.6 36.2 22.1 0.3 0.3 7.6 0.4 0.6 0.2 0.2 29.2 1.2 1.6 
                
Urban  71,164 60.2 4.6 5.6 0.4 2.1 32.7 1.6 1.1 0 0.2 46 4.2 1.4 
Rural  1,072,846 63.9 38.3 23.2 0.3 0.2 5.9 0.3 0.6 0.3 0.2 28.1 1 1.6 
                
Zones in Amhara               
 North  Gonder 388,713 70.5 39.1 21.2 0 0.1 6.7 0.4 1.3 0 0.3 27.9 1.9 1.3 
 South Gonder 245,778 56.1 27.1 15.5 0 0.2 7.6 0.3 0.5 0.3 0 44.2 0.5 3.8 
  North Wello  201,957 56.6 52.1 13.3 1.1 0.8 6.3 0.8 0 0 0.3 24.2 0.8 0.4 
 West Gojjam  307,562 68.1 29.4 34.5 0.6 0.2 9.5 0.2 0.4 0.7 0.1 22.2 1.3 0.9 
                
Gender of Household 
Head               
 Male 960,205 69.5 37.9 23.1 0.4 0.3 7.7 0.4 0.2 0.2 0.2 27.1 1.3 1.2 
  Female 183,805 44.1 27.8 17.7 0 0.5 7 0.4 2.7 0.4 0.2 40.4 0.9 2.4 
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Table 36: Amhara – Number and Percentage Distribution of Households by Type of Shock during the Last 12 months 
  All Households Without enterprise With enterprise 
  Rural Urban Zone Rural Urban Zone Rural Urban Zone 
Types of Shocks   N
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 No % No % % % % % % % % % % % % % % % % % 
                     
Food shortage due 
to Flood 122878 7.3 2290 1.9 4.4 11.2 6.7 6.2 7.3 2.0 4.6 11.4 6.4 6.0 7.8 1.9 3.9 9.8 8.8 7.1 
Food shortage due 
to drought 227574 13.6 4672 4.0 18.4 16.5 12.6 3.0 14.2 3.9 20.8 17.4 12.8 3.0 9.2 4.1 9.5 10.0 11.3 2.9 
Flood 130837 7.8 2979 2.5 5.2 10.0 4.2 10.2 7.8 2.2 5.3 10.3 3.4 11.0 7.6 2.8 5.0 7.6 10.3 6.2 
Crop damage 304328 18.1 8963 7.6 15.5 21.9 17.1 15.8 18.5 9.5 16.9 22.2 16.4 16.9 15.7 5.8 10.1 19.1 22.8 10.2 
Loss/death of 
livestock 281828 16.8 4566 3.9 17.4 16.2 13.6 15.7 17.4 3.4 19.7 16.3 13.6 17.1 12.7 4.3 9.1 16.1 13.9 8.7 
Price shock 29667 1.8 6915 5.9 2.5 2.7 2.2 0.7 1.4 4.7 2.1 2.4 1.3 0.4 3.9 6.9 4.1 5.0 9.1 2.4 
Loss of job 
Household member 18387 1.1 3244 2.7 0.8 1.0 1.0 2.1 1.2 2.3 0.8 1.0 1.0 2.2 0.6 3.1 0.9 1.1 0.7 1.9 
Illness of Household 
member 324417 19.3 22017 18.6 19.3 19.8 17.9 19.8 19.3 13.0 19.0 19.9 17.0 20.0 19.5 23.8 20.3 19.6 24.6 18.8 
Death of Household 
member 57432 3.4 4568 3.9 3.2 5.2 2.5 2.7 3.4 2.8 2.9 5.2 2.8 2.6 3.5 4.9 4.3 5.6 0.7 3.5 
Other 47705 2.8 9303 7.9 4.6 4.5 1.6 1.4 2.6 7.4 3.8 4.5 1.6 0.8 4.5 8.3 7.3 4.9 2.1 4.3 
Source: 2006/7 RICS-Amhara. 
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 Table 37: Amhara – Number and Percentage of Households that Suffered from Food Shortages during the Last 12 months 
 
  
  Total Without enterprise With enterprise 
  
Urban Rural 
Zone 
Urban Rural 
Zone 
Urban Rural 
Zone 
M
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th
s
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rt
h
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    No % No % % % % % % % % % % % No % % % % % 
No Shortage 90,501 76.6 1,138,457 67.8 61.9 65.2 57.6 87.8 39.1 59.8 51.1 58.1 50.2 74.1 37.5 8 10.8 7.1 7.4 13.7 
Experienced 
Shortage 27,714 23.4 541,217 32.2 38.1 34.8 42.4 12.2 60.9 40.2 48.9 41.9 49.8 25.9 62.5 92 89.2 92.9 92.6 86.3 
Months of 
Shortage  02-Jan 10,194 36.8 217,105 40.2 41.6 36.1 43.7 34.3 43.9 39 39.3 34.5 43.5 38.7 32.6 46.1 47.5 48.2 45.5 22.3 
 04-Mar 10,510 37.9 244,643 45.3 41.1 51.7 44.7 41 27.2 47.3 43.5 54.4 45.4 39.1 44.2 34.9 34.9 31.8 38.1 46.1 
 06-May 4,131 14.9 46,464 8.6 7.3 9 9.6 13 17.3 8.7 7.5 8.2 9.1 16.2 13.5 7.9 6.7 15.3 13.6 4.3 
  08-Jul     1,179 4.3 5,766 1.1 2.2 0 1.3 0.6 5.1 0.9 1.8 0 1.1 0.8 3.8 2 3.4 0 2.8 0 
 10-Sep 464 1.7 8,514 1.6 2.8 0.3 0.4 3.7 0 1.1 2.8 0.1 0.4 0 2.7 4 2.9 1.9 0 13.5 
  12-Nov 1,236 4.5 18,068 3.3 5 2.8 0.3 7.5 6.5 3 5.1 2.8 0.4 5.2 3.3 5.2 4.6 2.9 0 13.7 
 
Source: 2006/7 RICS-Amhara. 
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ANNEX 2: SELECTED RESULTS FROM REGRESSION ANALYSIS 
Table 38: Ethiopia – Probability of Rural Nonfarm Enterprise Ownership, 2007 
 (1) (2) (3) 
Explanatory variables 
Any enterprise 
last 3 years 
Any enterprise 
today 
Any enterprise 
today 
Food insecure Wereda^ -0.037*** -0.046***  
 (0.008) (0.007)  
Tigray^ (base=Amhara) 0.061*** 0.042*** 0.007 
 (0.015) (0.014) (0.014) 
Oromia^ 0.030*** 0.021*** 0.031*** 
 (0.009) (0.008) (0.010) 
SNNP^ 0.161*** 0.140*** 0.130*** 
 (0.010) (0.009) (0.011) 
Km to major agricultural market -0.006*** -0.004*** -0.004*** 
 (0.001) (0.001) (0.001) 
Km to all-weather road -0.001*** -0.001** -0.001*** 
 (0.000) (0.000) (0.000) 
Water Resource Satisfaction Index 
(WRSI)2005 
  -0.002*** 
   (0.000) 
WRSI 2004   0.000 
   (0.000) 
WRSI 12-year average   0.002*** 
   (0.001) 
Constant 0.266*** 0.207*** 0.206*** 
 (0.010) (0.009) (0.033) 
Number of observations 14,095 14,072 12,515 
Source: 2006/7 RICS-AgSS. Probit estimates, marginal effects, and standard errors are in parentheses.   
^ indicates binary variables (=1 if yes, else 0). Statistical significance: ***=1%, **=5%, *=10%.  WRSI is the 
water requirement satisfaction index of the Wereda for the crop season of that year; higher values indicate 
better rainfall levels and patterns. 
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Table 39: Ethiopia – Probability of Rural Nonfarm Enterprise Closures, 2007 
     (1)         (2) (3) (4) (5) 
Explanatory variables       All areas 
Food secure 
Weredas 
Food insecure 
Weredas 
All areas 
All areas: 
enterprises 
opened as of 
2005 
Food insecure Wereda^ 0.079***    
 
 (0.016)    
 
Tigray^ (base=Amhara) 0.020 -0.004 0.087** 0.041 0.064*** 
 (0.035) (0.087) (0.043) (0.037) (0.021) 
Oromia^ 0.020 -0.049** 0.156*** -0.009 -0.031 
 (0.020) (0.024) (0.036) (0.022) (0.021) 
SNNP^ -0.034* -0.062** 0.029 -0.051** -0.060*** 
 (0.021) (0.028) (0.034) (0.023) (0.019) 
Km to major agricultural market 0.001 0.001 0.003 0.003 -0.001 
 (0.002) (0.002) (0.002) (0.002) (0.001) 
Km to all-weather road -0.002** -0.002** -0.002 -0.003*** -0.001** 
 (0.000) (0.000) (0.002) (0.001) (0.001) 
WRSI 12-year average    -0.001** -0.006*** 
    (0.001) (0.002) 
WRSI 2005     0.000 
     (0.001) 
WRSI 2004     0.004*** 
     (0.001) 
Constant 0.229*** 0.267*** 0.230*** -0.001** 0.319*** 
 (0.022) (0.026) (0.035) (0.001) (0.061) 
Number of observations 3,424 1,769 1,655 2,925 2,380 
Source: 2006/7 RICS-AgSS. Probit estimates, marginal effects, and standard errors are in parentheses.                
^ indicates binary variables (=1 if yes, else 0). Statistical significance: ***=1%, **=5%, *=10%.  WRSI is the water 
requirement satisfaction index of the Wereda for the crop season of that year; higher values indicate better rainfall levels 
and patterns. 
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Table 40: Ethiopia – Determinants of Enterprise Profits, 2007 
Explanatory variables Coefficient Standard 
error 
Household characteristics    
 Household size -0.005 0.009 
 Age of household head  0.033*** 0.007 
 Age of household head
 
squared /1000 -0.396*** 0.080 
 Household head is a male^  0.483*** 0.051 
 Schooling of household head (years)  0.050* 0.026 
 Schooling of household head
 
squared /1000 -3.671 2.424 
Location     
 Rural town^ -0.072 0.088 
Distances    
 Distance to all weather road (km)  0.041** 0.019 
 Distance to the food market (km) -0.041 0.025 
Seasonality    
 Activities seasonal^ -0.037 0.042 
Activities    
 Hotels and restaurants^ (base = food)  0.281*** 0.090 
 Retail trade via stalls and markets^  0.075 0.085 
 Services^ -0.229*** 0.086 
 Whole sale trade^  0.596*** 0.124 
 Transport services^  0.180 0.195 
 Manufacturing^ -0.180*** 0.059 
 Grain milling^  0.110 0.254 
 Other specialized services^  0.210 0.861 
 Retail not stalls and market^  0.177** 0.080 
Region    
 Tigray^ (base=Oromia)  0.359*** 0.081 
 Amhara^ -0.069 0.062 
 SNNP^ -0.347*** 0.059 
Base of operation    
 Inside residence^ (base=outside residence) -0.065 0.076 
 Market^  0.528*** 0.089 
 Shop^  0.521*** 0.098 
 Road^  0.150 0.142 
 Mobile^ -0.208 0.166 
 Other^  0.101 0.170 
Number of observations  2,474 
 Source: 2006/7 RICS-AgSS. OLS estimates with robust standard errors clustered by 
enumeration area.  
^ indicates binary variables (=1 if yes, else 0). Statistical significance: ***=1%, **=5%, *=10%. 
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Table 41: Amhara – Enterprise Cobb-Douglas Production Function, 2007 
 
 Explanatory variables (1) (2) (3) (4) 
Production factors       
 Labor (log of days worked) 0.546*** 0.519*** 0.542*** 0.514*** 
  (0.116) (0.116) (0.116) (0.116) 
 Capital (log) 0.125** 0.123** 0.123** 0.121** 
  (0.055) (0.054) (0.055) (0.053) 
 Material inputs (log) 0.295*** 0.293*** 0.296*** 0.295*** 
  (0.056) (0.052) (0.056) (0.051) 
 Share of paid labor -0.317 -0.380 -0.276 -0.347 
  (0.314) (0.338) (0.321) (0.347) 
Sector      
 Manufacturing^ (base=other) -0.706** -0.666** -0.700** -0.652** 
  (0.320) (0.317) (0.316) (0.313) 
 Food and beverages^ -0.463* -0.508* -0.463* -0.501* 
  (0.271) (0.281) (0.270) (0.279) 
 Grain milling^ -1.325 -1.117 -1.317 -1.071 
  (1.120) (1.202) (1.115) (1.194) 
 Hotels and restaurants^ -0.215 -0.321 -0.216 -0.317 
  (0.360) (0.342) (0.358) (0.340) 
 Retail trade via stalls and 
markets^ 
0.483 0.350 0.477 0.339 
  (0.401) (0.405) (0.399) (0.401) 
 Services^ -0.333 -0.342 -0.334 -0.338 
  (0.425) (0.437) (0.424) (0.435) 
 Whole sale trade^ 0.375 0.355 0.368 0.356 
  (0.379) (0.366) (0.379) (0.367) 
 Transport services^ 0.164 0.303 0.164 0.333 
  (0.689) (0.859) (0.694) (0.855) 
Characteristics of 
manager 
     
 Manager’s age -0.049* -0.044* -0.051** -0.046* 
  (0.025) (0.025) (0.025) (0.024) 
 Manager’s age squared/1000 0.418 0.356 0.432 0.372 
  (0.267) (0.264) (0.264) (0.259) 
 Manager’s is male^ 0.489** 0.560*** 0.482** 0.551*** 
  (0.197) (0.202) (0.197) (0.202) 
 Manager’s schooling (years) -0.170** -0.176** -0.170** -0.176** 
  (0.085) (0.085) (0.085) (0.085) 
 Manager’s schooling 
squared/1000 
19.266** 17.550* 19.073** 17.113* 
  (9.204) (9.013) (9.243) (9.027) 
Local Demand      
 Mean WRSI 2006 0.106*** 0.101*** 0.106*** 0.101*** 
  (0.032) (0.033) (0.032) (0.033) 
Geography      
 Remote rural^  0.009  -0.044 
   (0.392)  (0.393) 
 Location in rural town^  0.565*  0.566* 
   (0.290)  (0.296) 
 Distance financial institution 
(log km) 
 -0.113  -0.123 
   (0.126)  (0.127) 
 Distance all weather road (log 
km) 
 0.183*  0.183* 
   (0.100)  (0.101) 
 Distance market (log km)  0.037  0.062 
   (0.212)  (0.214) 
 Financial institution in 
community^ 
 0.119  0.116 
   (0.216)  (0.216) 
     Continued on next page.
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 Proportion of firms in 
community not using 
electricity (unavailable) 
 -0.306  -0.279 
   (0.307)  (0.303) 
 
Opportunity cost of 
labor 
  0.202  0.219 
 Daily wage male casual 
worker in agriculture (log) 
 (0.229)  (0.230) 
      
Competition      
 Between 1 and 5 
competitors^ (base=no 
competitors) 
 -0.270  -0.276 
   (0.253)  (0.253) 
 More than 5 competitors^  0.205  0.200 
   (0.205)  (0.205) 
Selection Correction      
 Inverse Mills Ratio   -0.007* -0.008** 
    (0.004) (0.003) 
 Constant -6.812* -7.071* -6.684* -7.056* 
  (3.503) (3.836) (3.485) (3.828) 
 
Number of observations     384     384     384     384 
Source: 2006/7 RICS-AgSS. OLS estimates with robust standard errors clustered by enumeration area.  
^ indicates binary variables (=1 if yes, else 0). Statistical significance: ***=1%, **=5%, *=10%. 
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 Table 42: Rural-Urban Comparison Production Functions, OLS Regressions on separate samples  
 
 
 
Sample Sector Specification 
Large urban Small Urban Rural Large urban Small Urban Rural 
Manufacturin
g Baseline 
Manufacturing 
Baseline 
Manufacturing 
Baseline 
Manufacturing 
Baseline + IC 
Manufacturing 
Baseline + IC 
Manufacturing 
Baseline + IC 
  coef/sd coef/sd coef/sd coef/sd coef/sd coef/sd 
Factors       
 Log K 0.149*** 0.096** 0.213*** 0.156*** 0.087* 0.223*** 
  (0.047) (0.048) (0.054) (0.047) (0.051) (0.053) 
 Log L 0.761*** 0.850*** 0.854*** 0.749*** 0.795*** 0.857*** 
  (0.087) (0.173) (0.177) (0.086) (0.196) (0.172) 
Activity       
 Food and beverages 0.026  -1.038* 0.056  -1.034* 
  (0.295)  (0.553) (0.304)  (0.532) 
 Garments and 
textiles 
-0.486 0.026 -1.006* -0.481 0.047 -1.012* 
  (0.310) (0.253) (0.542) (0.312) (0.271) (0.522) 
 Leather 0.021  0.980 0.002  1.117 
  (0.414)  (0.859) (0.425)  (0.856) 
 Wood, furniture & 
metal 
-0.274  -2.144*** -0.281  -2.144*** 
  (0.283)  (0.667) (0.293)  (0.639) 
Management       
 Female management -0.008 0.017 -0.588** 0.017 -0.004 -0.466* 
  (0.179) (0.308) (0.265) (0.180) (0.331) (0.270) 
 Manager’s schooling  -0.089 0.565*** -0.146* -0.103 0.458* -0.125 
  (0.098) (0.217) (0.084) (0.097) (0.249) (0.082) 
 Manager’s schooling
2
 0.006 -0.032** 0.013 0.006 -0.025* 0.011 
  (0.005) (0.013) (0.010) (0.005) (0.015) (0.009) 
Constraints       
 Credit    -1.161** -0.494 -1.253*** 
     (0.571) (0.944) (0.449) 
 Transport    0.397 2.525 0.349 
     (1.090) (2.123) (0.480) 
 Utilities    -1.112 0.388 -0.261 
     (0.912) (2.113) (0.380) 
Geography       
 Rural town   0.544***   0.459** 
    (0.211)   (0.213) 
 Constant 3.166*** -0.527 1.758*** 3.836*** -0.350 2.459*** 
  (0.627) (0.763) (0.573) (0.744) (0.888) (0.586) 
 N 301 53 294 301 53 294 
 R2 0.732 0.458 0.261 0.743 0.479            0.291            
 Adjusted R2 0.724 0.388 0.235 0.732 0.370 0.259 
Median Solow shares       
 Log K 0.10 0.24 na 0.10 0.24 na 
 Log L 0.90 0.76 na 0.90 0.76 na 
Mean Solow shares       
 Log K 0.15 0.31 na 0.15 0.31 na 
 Log L 0.85 0.69 na 0.85 0.69 na 
 Note: -  .01 - ***; .05 - **; .1 - *;  Robust standard errors in parentheses 
Source: 2006/07 RICS-Amhara and 2006 EES. 
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 Table 43: Rural Urban Comparison Production Functions, OLS Regressions on pooled small manufacturing firms sample 
 Factors (1) (2) (3) (4) (5) (6) 
  coef/sd coef/sd coef/sd coef/sd coef/sd coef/sd 
        
 Log K 0.183*** 0.226*** 0.217*** 0.215*** 0.215*** 0.223*** 
  (0.058) (0.044) (0.047) (0.043) (0.049) (0.048) 
 Log L 0.528** 0.890*** 0.785*** 0.795*** 0.743*** 0.748*** 
  (0.212) (0.149) (0.157) (0.149) (0.162) (0.159) 
Activities        
 Food and beverages -0.549 -0.494* -0.634* -0.591** -0.604 -0.496 
  (0.348) (0.276) (0.357) (0.281) (0.373) (0.371) 
 Garments and textiles -0.520* -0.455* -0.540** -0.509** -0.493* -0.408 
  (0.270) (0.248) (0.270) (0.249) (0.285) (0.288) 
 Leather 1.302* 1.338* 1.417* 1.448* 1.424* 1.638** 
  (0.745) (0.749) (0.766) (0.764) (0.785) (0.791) 
 Wood, furniture & metal -1.672*** -
1.635*** 
-1.710*** -1.670*** -1.709*** -1.633*** 
  (0.523) (0.519) (0.507) (0.502) (0.511) (0.492) 
Management        
 Female management -0.414* -0.416* -0.496** -0.493** -0.535** -0.437* 
  (0.227) (0.221) (0.217) (0.215) (0.222) (0.225) 
 Manager’s schooling  -0.084 -0.072 -0.105 -0.101 -0.103 -0.086 
  (0.066) (0.065) (0.066) (0.065) (0.066) (0.068) 
 Manager’s schooling
2
 0.007 0.006 0.008* 0.008 0.007 0.006 
  (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) 
Rural town        
 Rural Area -0.475      
  (0.334)      
 Rural Area*Log L 0.414      
  (0.277)      
 Rural Area*Log K 0.043      
  (0.079)      
Location Dummies        
 Addis   0.306  0.197 0.292 
    (0.267)  (0.266) (0.272) 
 Other city of over 200,000 people   0.313  0.106 -0.120 
    (0.310)  (0.314) (0.332) 
 Rural town   0.275  0.495 0.461 
    (0.421)  (0.463) (0.496) 
 Other  rural area   -0.257 -0.524** 0.010 0.047 
    (0.428) (0.205) (0.477) (0.502) 
Utilities usage        
 Electricity usage     0.691** 0.675** 
      (0.279) (0.287) 
 Power outages     -0.349* -0.420* 
      (0.208) (0.218) 
 Owns a landline     0.403 0.442 
      (0.320) (0.322) 
 Owns a cell phone     -0.064 -0.056 
      (0.262) (0.262) 
Constraints        
 Credit      -1.157*** 
       (0.437) 
 Transport      0.299 
       (0.469) 
 Utilities      -0.244 
       (0.380) 
 Constant 1.942*** 1.398*** 1.513*** 1.743*** 1.218*** 1.760*** 
  (0.361) (0.282) (0.367) (0.297) (0.380) (0.409) 
 N 347 347 347 347 347 347 
 R2 0.424 0.422 0.434 0.434 0.440 0.460 
 Adjusted R2 0.403 0.407 0.412 0.417 0.411 0.427 
 Note: -  .01 - ***; .05 - **; .1 - *; Robust standard errors in parentheses 
Source: 2006/07 RICS-Amhara and 2006 EES. 
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ANNEX 3: SURVEY METHODOLOGY 
1. Definition of Nonfarm Activities and Nonfarm Enterprises 
 
Nonfarm activities  include all economic activities in rural areas except agriculture, 
livestock, fishing and hunting. Nonfarm enterprises are defined as all activities performed 
as self-employed, employers or unpaid family workers in sectors other than agriculture 
excluding wage and salary employment. More details on the definitions and survey 
methodology can be found in a Basic Information Document (CSA, 2008b).  
 
2. The Rural Investment Climate Survey (RICS) 
 
The Rural investment climate survey (RICS) was conducted in Ethiopia to support and 
provide statistics for the Ethiopia Rural Investment Climate Assessment (RICA). The 
data was collected by the Central Statistical Agency from December 2006 to January 
2007 with technical assistance from the World Bank. The Ethiopia RICS consists of two 
surveys: the Ethiopia RICS-AgSS and the RICS-Amhara survey. The RICS-AgSS was 
conducted in the four major regions of Ethiopia - Tigray, Amhara, SNNP, and Oromia 
which together account for about 90 percent of the population. The RICS-Amhara 
covered the Amhara region in more detail. 
 
3. RICS-AgSS Survey 
 
The RICS-AgSS survey questionnaire includes a short set of questions on nonfarm 
enterprises operated by households (Table A). For all those households who do not 
operate a nonfarm business a small sub-set of questions, including investment constraints 
to open and/or operate a nonfarm enterprise, are asked.  
 
Table A: Contents of the RICS-AgSS Enterprise Questionnaire 
Section Description 
Owner Particulars This section collects information on location and demographics of the enterprises 
owner/manager such as region, zone, gender, age, and education 
Nonfarm Enterprise 
information 
The section collects detailed information on the enterprise operations including 
 Type of enterprise 
 Base and geographical location of enterprise operation 
 Ownership status of enterprises 
 Sources of start-up capital and motive for enterprise start-up 
 Customer of enterprise goods 
 Seasonality of enterprise activities 
 Age of enterprise 
 Number of workers employed by the enterprise 
 Average sales and growth of sales 
 Enterprise contribution to household income 
 Enterprise constraints 
 Access to markets and roads for enterprises 
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Table B: Contents of the RICS-Amhara Household Questionnaire 
 Section Description 
1 Area Identification This section collects information on the location of the households within the 
survey area. It also collects information on the individuals (enumerators, 
supervisors, coordinators) who were involved with the collection and verification 
of the information. 
2 Household 
Demographics 
The household demographics section collects information on the individuals who 
are resident in the household. It collects basic demographic information such as 
relationship to the household head, sex, age ethnicity and marital status among 
other items. It also collects literacy and education information for the household 
members. 
3 Employment The employment section is administered to all household members 10 years old 
and older and collects information on: 
 Engagement in productive work 
 Primary and secondary jobs 
 Wages 
 Allowances and gratuities 
 Average daily wage for casual labor 
 Industry 
 Occupation 
 Days worked per month 
 Work in nonfarm household enterprise in the household 
4 Living Conditions This section is administered to the household head and collects information on: 
 Ownership of dwelling 
 Size of dwelling 
 Sources of lighting 
 Sources of cooking fuel 
 Shocks experienced by the household 
5 Household and Farm 
Consumption 
Expenditures 
This section collects the market value of items or services consumed during the 
past 7 days for food items, other household and farm goods and services 
6 Sources of 
Household Income  
This section collects information on the amounts of agricultural and non-
agricultural income received by the household during the last month and the last 
12 months. It also collects information on the amount of gifts received by the 
household and gifts given by members of the household 
7 Assistance from 
Government or Aid 
Organizations 
This section collects information on the aid received by members of the 
household during the last 3 years (2004, 2005 and 2006) from the government 
or private aid organizations 
8 Credit This section collects information about loans received by members of the 
household during the last 5 years. It includes loans received in cash or in-kind. 
9 Household and Farm 
Asset Ownership 
This section collects information on the durable goods owned by the household 
or farm. 
10 Access to Basic 
Infrastructure and 
Institutions 
This section collects information on the availability of infrastructure to the 
household. This includes such items as telecommunications, schools, health 
facilities, agricultural services, police and financial institutions.  
 
4. RICS-Amhara Survey 
 
The RICS-Amhara comprises a more detailed effort to collect information on nonfarm 
enterprises and their households from the Amhara region. The RICS-Amhara survey 
consists of three questionnaires to collect information: a household questionnaire, an 
enterprise questionnaire, and a community questionnaire.  
 
The RICS-Amhara household questionnaire collects information from all sample 
households, regardless of whether the household has any nonfarm enterprise. Table B 
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provides an overview of the modules included in the RICS-Amhara household 
questionnaire. 
 
The RICS-Amhara community questionnaire was designed to collect information that is 
common to all households in a given geographic area. During the survey a ―community‖ 
was defined as a farmers’ association in rural areas or a Kebele in urban areas. These are 
the smallest administrative units in rural and urban areas respectively. The questionnaire 
was administered to a group of several knowledgeable residents such as the village 
headman, headmaster of the local school, agricultural field assistant, religious leaders, 
local merchants, health workers and long-term knowledgeable residents. Table C 
provides an overview of the modules included in the RICS-Amhara community 
questionnaire. 
 
Table C: Contents of the RICS-Amhara Community Questionnaire 
 Section Description 
1 Area Identification This section collects information on the location of the community so 
that it can be linked to the households within the survey area. It also 
collects information on the individuals (enumerators, supervisors, 
coordinators) who were involved with the collection and verification of 
the information. 
2 Access to Credit This section collects information on the financial services in the area. 
It includes information on banks, micro-finance and community 
groups. It asks how far the institution is from the community, and the 
types of services offered. 
3 Income and Economic 
Activities 
This section collects information on the important sources of 
employment for individuals in the community. 
4 Land and Agricultural 
Production 
This section collects information on the agricultural services available 
in the community 
5 Prices of Agricultural 
Products and Costs of 
Inputs, Infrastructure and 
Consumer Goods 
Information on the prices received by farm producers, the costs which 
local producers pay, the costs of infrastructure and financial services, 
costs of consumer goods, and costs of wages and equipment rentals. 
6 List of Major Enterprises 
Available in the Community 
List of enterprises located in the community. 
7 Investment Climate 
Constraints 
List of possible constraints to investment and the level of constraint in 
the community. 
8 Major Constraints The four main constraints to starting nonfarm enterprises in the 
community. 
 
The RICS-Amhara enterprise questionnaire was designed to collect information on all 
nonfarm enterprises currently owned by any member of the sampled households. The 
questionnaire was administered to the individual in the household who owned, either 
solely or with someone else, the enterprise. Table D provides an overview of the modules 
included in the RICS-Amhara enterprise questionnaire. 
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Table D: Contents of the RICS-Amhara Enterprise Questionnaire 
 Section Description 
1 Area Identification This section collects information on the location of the households with 
enterprises within the survey area. It also collects information on the individuals 
(enumerators, supervisors, coordinators) who were involved with the collection 
and verification of the information. 
2 Manager/Owner 
Characteristics 
Demographic characteristics of the household member that owns or manages 
the nonfarm enterprise. 
3 Investment Climate 
Constraints 
List of possible constraints to investment and the level of constraint. 
4 Major Constraints The four main constraints facing the enterprise, how those constraints have 
changed over the past 12 months, and the increase in sales that would result 
from the lifting of the constraint. 
5 Association and Start-
up 
Membership in trade or business Associations, and source of start-up capital. 
6 Labor Number of permanent and seasonal laborers in the last 12 months and the 
start-up year. These numbers are also divided by household and non-
household members. 
7 Products/ Services and 
Sales 
Information on the most important products and services sold over the past 12 
months. Sales information collects units and prices, production information 
includes units, costs, and labor inputs. Information is collected for the past 12 
months. 
8 Expenditures Expenditures for the last 12 months is collected for wages, transportation, fuel, 
electricity, water, telecommunication, rent/leasing, and other items. 
9 Investments Information on investments made since its start-up and in the last year. 
10 Assets Assets owned or used by the nonfarm enterprise in terms of land, buildings, 
storage facilities, vehicles, and other equipment. 
11 Competition Competition to the nonfarm enterprise within the community and in the country. 
12 Market Information Locations in which the nonfarm enterprise markets its products and services. 
13 Infrastructure Use of electricity and telephones for the nonfarm enterprise. 
14 Nonfarm Enterprise 
Credit 
Use of credit for the enterprise. Applications for loans, success in receiving 
loans, and repayment information. 
15 Enterprise Registration 
and Permits 
Information on registry of the nonfarm enterprise with any government 
agencies. 
 
5. Sampling Approach 
 
The RICS in Ethiopia is largely centered on the fieldwork conducted for the Agricultural 
Sample Survey (AgSS). The AgSS is a long-standing effort, conducted annually by the 
Central Statistics Agency. It is designed to collect information from agricultural 
households about agricultural production and costs. Most of the RICS-Amhara 
households are a subset of the RICS-AgSS households, the majority of which are in turn 
a subset of the AgSS. 
 
The RICS-AgSS was conducted in 490 enumeration areas (EAs) in the four major 
regions (Tigray, Amhara, Oromia and SNNP) of Ethiopia. The RICS-AgSS visited all of 
the EAs visited by the AgSS in four specific zones in the Amhara region: North Gonder 
(44 EAs), South Gonder (44 EAs), North Wello (46 EAs), and West Gojjam (48 EAs). In 
the rest of the Amhara region and in the other three major regions, the RICS-AGSS 
visited a subset of the EAs visited by the AgSS. The number of EAs in each of the 
subsets is: Rest of Amhara region 50 EAs of 224, Tigray 60 EAs of 165, Oromia 79 EAs 
of 573, SNNP 81 EAs of 612. The total nominal sample size of the RICS-AgSS is thus 
14,464 households EAs (32 households in each of the 452 rural EAs). Thereof, 13,560 
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households are agricultural households (30 households in 452 EAs) and 904 are non-
agricultural households (2 households in 452 EAs). 
 
The RICS-Amhara was conducted in four zones of the Amhara region (North Gonder, 
South Gonder, North Wello, and West Gojjam). In these zones, the survey visited two 
kinds of EAs: A subset of the EAs visited by the AgSS in the zone (which are all rural by 
design) and a random sample of non-AgSS EAs in small towns (operationally defined as 
towns with less than 10,000 habitants, often rural rural market towns). The total number 
of EAs visited by the RICS-Amhara in each of the special zones (North Gonder (44 EAs), 
South Gonder (44 EAs), North Wello (46 EAs), and West Gojjam (48 EAs) was 182 
EAs. The total nominal sample size of the RICS-Amhara is thus 2,912 households (16 in 
each of the 182 EAs) 
 
As mentioned previously, most of the RICS-Amhara households are a subset of the 
RICS-AgSS households. Thus, where the same household is interviewed for the two 
surveys, the data can be merged and analyzed in conjunction with a few exceptions. 
Actual sample size differs slightly from survey design sample size due to fewer EAs in 
some areas and non-replacement of households that were not available in some instances. 
Thus, the RICS AgSS has 14,063 households instead of 14,464 and the RICS-Amhara 
has 2,909 households instead of 2,912 households in the survey design. The survey is 
representative at the zonal level. Thus, to obtain unbiased estimates from the survey data, 
the results should be expanded by the sampling weights provided in the data.  
 
6. Data Quality 
 
The RICS survey was conducted in an efficient manner to ensure a high level of 
accuracy. In general, data quality is good as quality control was ensured through a 
number of procedures: (i) pilot testing of the questionnaires; (ii) two week training of 
interviewers including mock interviews; (iii) intensive supervision during the data 
collection process; (iv) the data entry and cleaning process with CSPro Census and 
Survey Processing System software used careful data checks to verify the skips, ranges 
and intra record consistency of the data; and (v) the data cleaning process with STATA 
intensively checked for outliers, duplicates, missing observations and variables, coding, 
labeling of variables and codes, consistency within files, across files and across surveys. 
 
As a further check of data quality, selected descriptive statistics of rural households in the 
RICS-Amhara sample were compared with the descriptive statistics of rural households 
in the welfare monitoring survey (WMS) for years 2000 and 2004. The WMS sample was 
limited to the four zones in rural Amhara covered by the RICS-Amhara survey. The 
resulting statistics are presented in Table 44. The statistics from the three surveys are 
quite close except in very few instances. This further supports the quality of the RICS-
Amhara data. In addition, the interviewers were asked to give their opinion of the validity 
of responses pertaining to perceptions and opinions provided by household members and 
community leaders. In both cases, about 95 percent of the responses were deemed 
accurate by the interviewers.  
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Table 44: Amhara – Household Characteristics for the Four Specific Zones in Rural Amhara 
(mean/percent) 
 RICS-Amhara WMS 2000 
Amhara 
WMS 2004 
Amhara 
Age of household head 44.2 44.4 43.5 
Education of household head (years completed) 0.8 0.3 0.7 
Household head has some education 21.9 6.9 19.5 
Female headed household 21.8 22.0 22.0 
Household size 4.6 4.6 4.5 
Household members <age6 0.9 0.9 0.8 
Household members age 6 to 14 1.2 1.3 1.3 
Household members age 15 to 29 1.2 1.1 1.2 
Household members age 30 to 59 1.1 1.0 1.0 
Household members >age 60 0.2 0.2 0.2 
Farm income source in past 12 months 89.9 88.1 86.9 
Nonfarm enterprise income source in past 12 months 12.6 11.7 7.3 
Wage/salary income source in past 12 months 7.5 4.7 6.4 
Rental/pension income source in past 12 months 8.1 1.2 0.8 
Received transfers in past 12 months 12.9 9.1 2.2 
Received social benefits in past 12 months 34.9 n/a n/a 
Experienced food shortage in past 12 months 32.2 n/a 37.3 
Months experienced food shortage in past 12 months 1.1 n/a 1.3 
Distance to nearest market (kms) 9.4 8.4 5.7 
Distance to nearest post office (kms) 29.3 24.7 18.0 
Distance to nearest primary school (kms) 3.5 4.1 3.2 
Distance to nearest secondary school (kms) n/a 26.0 19.1 
Distance to nearest health center (kms) 10.1 9.0 19.1 
Distance to nearest bus stop (kms) 19.8 20.2 18.0 
Distance to nearest road (kms) 17.3 16.8 12.9 
Distance to nearest phone booth (kms) 17.1 28.1 19.6 
Sample size 2,335 1,440 1,968 
 
Note: Statistics are weighted. (1) RICS-Amhara covers rural areas and rural market towns in four zones in 
Amhara: North Gonder, South Gonder, North Wello, and West Gojjam. RICS Amhara survey period-
November 2006 to January 2007. The sample here is restricted to rural households. (2) The WMS sample 
here is restricted to rural areas in four zones in Amhara: North Gonder, South Gonder, North Wello, and 
West Gojjam. WMS 2000 survey period: June 1999-February 2000. WMS 2004 survey period-June 2004 to 
July 2004. 
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